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By B. Richardson 
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A CIRCUS PARADE 


And if the one at the top is yours, _ this versatile combination equip- 
you can bet it’s costing you plenty ment engineered as a unit. Select 
—both intime and money—todo one of these three units — the 
jobs like the one illustrated. Davey Auto-Air Compressor, the 

Why waste men and equipment, Compressor-Welder, or the Com- 
especially in the face of present _ pressor-Welder-Lighting Generator 
shortages, to repairahighway break- — mounted on your truck and 
up, do emergency welding on the driven by the truck engine through 
job or accomplish any other rela- the Davey Heavy-Duty Truck Power 
tively short construction job, when Take-Off, and you have mobile 
the mobile, self-contained Davey equipment that swiftly conveys crew, 
unit can do it in less time — at a tools and materials... provides 
fraction of the cost. immediate compressed air or electric 

Only Davey can give your truck power for welding or lighting. 

BRING YOUR ENGINEERING LIBRARY UP-TO-DATE 


Davey Catalog E-172, giving full information on Davey Compressors, Truck Power 
Take-Offs, and Pneumatic Saws plus other engineering data, available ve ob- 
ligation. ; -145-5B 


DAVEY 67000. 


DEALERS IN PRINCIPAL CITIES 
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ARBER REGULATORS 
have NOT been Cheapened 


HECK up on the materials and workmanship used in the gas 
regulators you buy or recommend. Are the regulators you 
use equal in all respects—including working parts and dia- 
phragms—to pre-war equipment? Are they built to resist cor- 
rosion under all operating conditions, and to react accurately 

to minute pressure drop? 
= Barber Regulators have not been cheapened under wartime 
tified by A.G. A. conditions. Our regulator production is strictly limited, by 
oy) ‘ bg ohh high-class materials and expert labor available, to the number 
folders’ supplied Of units we can turn out in accordance with normal standards 
¢ for your trade. Of Barber Regulator quality. No corners are cut in workman- 
rite for Catalog and ship—no “substitute” materials are employed—we have no 
eerligehegy2 oe “utility” model. This may, and does, cut down our volume, but 
puauce it does not lessen our reputation. Remember this when choos- 


, and Regula- 
"hala ie cap ing the pressure regulator to which you give your endorsement. 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


BARBER orcssune REGULATORS 


ber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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IN 10 SECONDS 


to thread I to 2“ pipe 


Self-contained, 
Semi-automatic 
RIFEID 
No. 65R 


@ You save time and bother 
when you use the RIFAID 
No. 65R. It gives you perfect 
threads on 1” to 2” pipe, with 
one set of high-speed steel 
chasers that adjust to size in 
10 seconds — no fooling 
around with 4 sets of dies. 
Workholder sets to pipe size 
instantly — no bushings. A 


fool-proof easy-working 


’ threader of rugged steel-and- 


malleable construction. Order 
from your Supply House .. . 
we’re doing our 

best to keep it 
stocked... 

keep trying. 


No. 65R stands up handily on 
its own feet when not in use. 








* WORK-SAVER PIPE TOOLS . * 


THE RIDGE TOOL COMPANY - ELYRIA, OHIO, U.S.A. 
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Pages with 


D== suspicious anecdotes about futile 
attempts to give away dollar bills on 
busy street corners, human nature can be 
pretty gullible at times. One needs only to 
have the proper setting. A perfect stranger 
who walks up to you on the corner of Forty- 
second and Broadway and offers you a dollar 
bill without strings or explanations is ob- 
viously not functioning in a proper setting. 
You instinctively disbelieve him and look 
around for the string on the proposition. Find- 
ing none, you still back away. 


But the shadiest looking character at a race 
track can actually obtain dollar bills, and 
more, for spurious information about horses 
which are warranted certain to win various 
races. He does this by making his proposi- 
tion in an atmosphere which is peculiarly 
receptive to promises of allegedly accurate in- 
formation about winning horses. A promi- 
nent sports writer on one of the great New 
York dailies recently pointed out that he had 
collected in his file over a number of years 
some 2,000 systems on winning at horses, all 
of which were guaranteed by their respective 
authors to be absolutely “sure fire” in the way 
of producing results. 





EDWARD JOHN CROSBY 


Everybody indulges in propaganda—we can’t 
lp it—so why deny it? 


(SEE Pace 729) 
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the Editors 


SEVERAL of these came from state insane 
asylums and other insvtutions for mental 
treatment. At least two were from the in- 
habitants of county poor houses, and one was 
from a Brooklyn, New York, high school stu- 
dent who had never been to a horse race in 
his life. He had evolved his marvelous dis- 
covery after reading a few articles on the 
sport of kings in the daily newspapers. At 
that, the Brooklyn lad was the smartest of 
all, because he mimeographed his “system” 
and sold several thousand copies for a nominal 
sum through sporting newsstands. But he put 
the money in the bank for his own higher edu- 
cation, resisting any temptation Cif he. had 
any) to invest one red cent in his own “sys- 
tem.” 


¥ 


HEN the famous false news of VE-Day 

came from San Francisco on April 28th, 
the psychological atmosphere was just right 
for its reception. People were tense, keyed up 
by successive stories of Allied victories in Ger- 
many. They were ready at the drop of a mere 
hint over the microphone to run out and dance 
in the streets. Thousands did so and even 
more. Pity the poor fellow in Ohio who 
broke out several cases of vintage champagne 
he had been saving to celebrate the event and 
shared all of the same with his neighbors be- 
fore the disappointing news came that there 
was still fighting in Europe. 


Arter that, the psychological atmosphere 
changed to one of extreme skepticism. When 
the real news of the German surrender came 
on the eve of VE-Day, May 8th (thanks to the 
premature press association dispatch which 
waited hours for confirmation), the immediate 
reaction of the man on the street ranged from 
cautious pleasure to chilly cynicism. Accord- 
ing to a survey made by an inquiring photog- 
rapher within an hour after the flash announce- 
ment on VE-Day first came over the radio 
broadcasting systems, not a few of the in- 
terviewees summed up their reaction in that 
simple, expressive colloquial word, “Nuts!” 


WE stress this factor of “atmosphere,” in 
determining public reaction, because the au- 
thor of the opening feature article in this is- 
sue—it seems to us—has made an interesting 
and sound application of the importance of at- 
mosphere to propaganda on controversial ques- 
tions affecting public utilities. We, as a na- 
tion, have for more than a decade been psy- 
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iley Unit at West Junction 
xceeds guarantee 










ctual Efficiency 
sane 83.55% 


wa, fuaranteed Efficiency 


ein | 81.9% 


had Houston Lighting and Power Company re- 
sys- fftly installed a 400,000 Ibs./hr. Riley Steam 
nerating Unit, 1000 lbs. drum design pressure, 
DF. total steam temperature. The unit when 
Day [pducing 419,027 pounds of steam per hour 


on rrates at an efficiency of 83.55% though 
co branteed efficiency was only 81.9%. 
zer- 
ere | TEST DATA 
ven | West Junction Station 


who 
gne Steam per Hour 





and 419,027 Ibs. 

be- C" Pressure. . 893 Ibs. 

lere theater Outlet . 862 Ibs. 
ram Temperature . 901°F. 
‘Heater Exit Temp. 349°F. 
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ouston Lighting and Power 
. operates two additional Riley 


in its at Gable Street. 
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jsy- FOKER CORPORATION, WORCESTER, MASS. STEEL-CLAD INSULATED SETTINGS * FLUE GAS SCRUBBERS 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





8 PAGES WITH THE EDITORS (Continued) 


chologically “conditioned” by a series of de- 
velopments to regard business-managed utility 
companies circumspectly if not critically. By 
the same token, and largely by operation of the 
same underlying series of developments, we 
have also been “conditioned” to regard certain 
government activities as hopeful, helpful, al- 
truistic, humane, broad-visioned, and so forth. 
It suggests the old nursery rhyme about the 
difference between what little boys are made 
of, and what little girls are made of, 


¥ 


CTUALLY, there is about as much real basis 

for this synthetic atmosphere as there 
would be for a seriously intended observation 
that little boys are the by-product of puppy 
dogs’ tails and other vile ingredients, while 
little girls are inevitably the result of an 
ethereal concoction of “sugar and spice and 
everything nice.” Yet, once such a discrimi- 
natory atmosphere has been established, the role 
of a hard-working propagandist—using that 
word in its broadest sense—becomes obviously 
complicated. The propagandist for the “little 
girls” has only to get out his copy and take 
some pretty pictures, while the reading world 
eats it up. The propagandist for the “little 
boys,” on the other hand, has to make ten times, 
or more, as much effort, even to get a public 
hearing for his side of the question. 


Epwarp JoHN Crossy, whose realistic analy- 
sis on this point makes such an original type 
of article for his introductory effort in these 
pages, commonly writes under the pen name of 
“TEp” CrosBy. Born in 1900 at Tacoma, 
Washington, he graduated from Gonzaga Uni- 
versity at Spokane (AB, ’22; MA, ’24), major- 
ing in philosophy and English. After news- 
paper experience with Pacific coast papers, 
Crossy for twenty years occupied various ad- 





ERNEST R. ABRAMS 


An invested dollar is not immortal—its life 
span must be planned. 


(See Pace 742) 
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vertising and publicity posts in the business. 
managed public utility industry of the Pacific 
Northwest. A veteran of World War I, with 
subsequent military experience with organ- 
ized reserves in the military intelligence diyi- 
sion, CRosBy is now engaged in a somewhat 
different occupational field—director of public 
relations of the Del Mar Turf Club Aircraft 
Division of Del Mar, California. 


¥ 


NOTHER new contributor in this issue is B. 

RicHARDSON, who is telephone engineer 
of the Oklahoma Coi poration Commission. 
Mr. RICHARDSON reaches the conclusion that 
financial assistance of some sort is necessary 
to rehabilitate rural telephone service as the 
result of grass roots, day-to-day experience 
with the problem over a period of years. In 
a recent personal letter he cited a specific typ- 
ical instance of “run-down” small telephone 
exchanges which face successive abandonment 
as the result of rising operating expenses, help 
shortage, and other complications brought on 
by war. 


ONE exchange at its very peak development 
had not produced an over-all return of more 
than $1,200 a year for the owner. As a result 
the owner was unable to invest in necessary 
improvements which would make the service 
even worth the modest return of a dollar a 
month. Continuous deterioration has led to 
such poor service that there have been suc- 
cessive abandonments with resulting loss of re- 
turn until now the abandonment of the entire 
exchange is necessary, unless an unexpected 
financial ahgel suddenly materializes. 


Yet, Mr. RICHARDSON tells us he honestly be- 
lieves that with a certain amount of capital 
these tottering rural:exchanges could be saved. 
It would need sound enginering supervision 
and advice; it would be, admittedly, no gold 
mine, but it might yield modest security for 
willing industry and much useful service. He 
points out that bargain rates are not the 
answer to the rural phone problem, since the 
average farmer is willing to pay more if he can 
get correspondingly good service. On the 
other hand, service which is altogether inade- 
quate is not even worth a bargain price. 


* 


| Dponeel R. AprAmMs, financial and _ business 
writer of New York city, whose article 
on increasing the life span of invested capital 
appears in this issue (beginning page 742), 
has contributed to this publication on a num- 
ber of previous occasions. 


The next number of this magazine will be 
out June 21st. 


Mae GoliXpuve- 
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easuring Gas_ 


= 6 wht 


Measuring and analyzing gas sales 
rany desired classification is a simple 








tter for executives of this well-known 
w York utility. 

Using the exclusive, automatic 
mington Rand Synchro-Matic Punch, 
les analysis tabulating cards are 
nched simultaneously with and as a 
-product of account billing on the 
mington Rand Bookkeeping Machine. 
is synchronized operation produces 
e bill, the customer’s ledger record, 
d the tabulating card simultaneously 
without any increase in operator 
e; assures absolute accuracy be- 
een billing data and ‘sales records; 






the Synchro-Matic Way 


Brooklyn Union Gas Company gets fast, 
accurate, detailed sales analyses with 
Remington Rand Punched-Card Accounting 


and takes advantage of the speed and 
accuracy of automatic, mechanical tab- 
ulating to produce any number of statis- 
tical analyses. 

Utility executives are fast recog- 
nizing the efficiency and value of Rem- 
ington Rand Punched-Card Accounting 
for the accumulation and analysis of all 
manner of utility-operation facts, in- 
cluding payrolls, labor distribution, 
material control, sales, financial reports, 
meter readings, etc: 

Write to our branch office nearest 
you, or direct to Remington Rand Inc., 
Tabulating Machines Division, New 
York 10, N. Y., for further information. 


Renaglon Rand 


PUNCHED-CARD ACCOUNTING 











* The HOLE MARK of a System 
... the Symbol of Accuracy 


Write for: “The HOLESTORY of Pt 
the book that tells a vital story to business. It’s FREE! 
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WALL SLEEVE 


UNDERARM SUPPORT: 


ADJUSTABLE ORIFICE 
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ULCAN AUTOMATIC VALVED SOOT BLOWERS 


THE VULCAN AUTOMATIC VALVED HEAD, MODEL LG-2, wes developed 
some 12 years ago as a result of an exhaustive study of existing soot blower heads and their 
capability of meeting the new and severe conditions about to be imposed on them by the 
modern high pressure boiler. A new design, breaking tradition with the old-fashioned 
low pressure heads, was indicated and the LG-2 head was designed with the following 
features in mind: 


lds , 
bgs (1) A head uni 1 in its applicati 
lation 





(2) A head economical in steam (or air) consumption 
(3) A head easy to install 

. (4) A head easy and simple to operate 

| cost a —- ; (5) A head low in maintena..ce and easy to service 


ae The use of @ pilot for operating the valve in the head proved to be the key to the 

se re- me : f required design and marked a radical departure from the traditional head of low pressure 

: : . 2 days. A single chain operating through a gear reduction revolves the element and, by 

. bea = means of stops at the end of the bluwing arc, moves the pilot to open and close the valve 

> for - 3 : in the heed. 

Z This design makes the LG-2 head universal in its application. The pilot operated valve 

permits the heau not only to be used on low pressures but also on pressures up to 1500 

es e. pounds. Opening the valve in the heed against —_ pressure, the bug-a-boo of most 

Oring a : soot blower heeds, is no problem with the Vulcan head as the steam pressure does the 

job, the operator merely having to move the small pilot valve. 

fai Operators prefer the LG-2 head after using other heads because of its simple and easy 

air operation. The enclosed cut steel gear and alloy pinion, the self lubricated special shaft 

: bearings, and the enclosed ball bearing teking the steam thrust as well as the radial load 

all make for frictionless operation. Element binding and warping are prevented by the 

au- underarm support which balances the weight of the head and piping against an adjustable 

spring, without any cantilever effect on the element and permits the element to float inside 

the wall sleeve. A ball and socket joint in the sleeve prevents element strains by allowing 
relative motion of the setting and denart and, at the same time, keeps the setting tight. 

The interests of the contractor and boiler erector have not been overlooked in the 

design of the LG-2 head. It is, perhaps, the easiest head to install. Because of the flanged 


reet- Write for Neu Catalog connection between the element and the head, the assembly of these parts in the field ts 


relatively simple 


VULCAN SOOT BLOWER CORPORATION 


Du Bois, Penna. 


Cover Removed and Valve 
1ents Parts Exposed 
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reduction of nonessential Federal 
expenditures. 


JoHN CLIFFORD FOLGER 
President, Investment Bankers 
Association of America. 


N. R. Pow.ey 
President, Pacific Telephone & 
Telegraph Company. 


C. M. RIpPLey 
General Electric Company. 


Epitor1AL STATEMENT 
Sioux City (Iowa) Journal. 


f James A. FarLey 
Chairman of the board, Coca-Cola 
Export Corporation. 


Witu1am H. Davis 
Former chairman, National War 
Labor Board. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 








—MONTAIGNE 





Excerpt from committee report on 


“", . to a great degree nearly all government corpora- 
tions do business directly in co.apetition with private 
enterprise.” 


¥ 


“In my opinion, the SEC should be more concerned 
with the main purposes of getting savings into business 
rather than with the functions of regulation.” 


5 


“In my humble opinion, the hope of America lies within 
the souls of the men and women who now have the 
toughest jobs to do—those who are in the fighting forces 
and those who are on the fighting fronts.” 


> 


“At Niagara Falls, ten tons of water must make the 
drop in order to make one kilowatt hour. But in a modern 
steam power plant, one pound of coal will make one kilo- 
watt hour. So you see, pound for pound, coal in modern 
power plants is 20,000 times as powerful as Niagara’s 
water.” 


¥ 


“Senator Murray may have overlooked an opportunity 
in drafting. his bill [for an MVA] by not providing that 
the chairman of the authority ought to have some kind 
of crown to wear since he would be monarch of all he 
surveyed in the Missouri valley and his right there would 
be none to dispute.” 


¥ 


“Tmagine, if you can, an America in which there was 
only one political party and it won all the time. Imagine, 
if you can, an America with all enterprise owned by the 
state. Imagine, if you can, an America with only one press 
—the government’s. To Americans, those things are might, 
but to Americans those things will never represent right.” 


¥ 


“There cannot, I believe, be a campaign after this war 
to break down organized labor, such as the country en- 
dured after the last war. Today labor is strong enough 
to offer powerful resistance to such a campaign, and man- 
agement has learned enough to know that in organized 
labor and collective bargaining there are real values which 
industry cannot do withaut.” 


12 
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GEARED TO HELP YOU GET THE MOST 
FROM YOUR BURROUGHS MACHINES 












MECHANICAL SERVICE 


Regular, periodic inspection, lubrication 
and adjustment of your Burroughs machines 
can do much to insure best performance 
and maximum production. All Burroughs 
service is rendered by factory-trained, 
factory-controlled service men. Cost is 
moderate . .. and all service work is 
guaranteed by Burroughs. If you have 
q on, notGlready done so, arrange now for 
es >» A _| ofthis efficient, low-cost protection. 
FORMATION SERVICE 
e Burroughs technical staff is working with 
ers constantly —helping them make fullest use — 
the business machines’ they now own . -.. 
Iping them adapt these machines fo. new con- ~ 
tions. The services of this staff, as well as the 
)-to-date machine accounting information in 
2 files maintained in every Burroughs office, 
re available te you at all times. 



































7 4 . ye | zs . iS 
=P Free 


For help in getting the fullest use from your present 
Burroughs machines, call your local Burroughs office, or 
write Burroughs Adding Machine Co., Detroit 32, Mich. 





. ¥ : 4 


purety SERVICE. q 
cd a / 

vality supplies, too, can play an important part ys 
n maintaining highest standards of production u 4 rou & 
pe work. Burroughs carbon papers, rib- » 

, roll papers and other supplies for al? 
makes of business machines are manufactured to : bo Poon oop 
pecifications that Burroughs’ years of experi 
ence have proved give best results. It will pay t© a SeRVICE 
standardize on Burroughs quality supplies. 










ADDING, CALCULATING, ACCOUNTING, BILLING AND STATISTICAL MACHINES 
NATIONWIDE MAINTENANCE SERVICE - BUSINESS MACHINE SUPPLIES 
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14 REMARKABLE REMARKS—( Continued) 


EpiroriAL STATEMENT “There are increasing indications that wartime govern- 

The Houston (Texas) Chronicle. ment agencies are giving only lip service to the demobiliza- 
tion of bureaucracy. Plans are afoot in all emergency — 

agencies to prolong their lives.” 











¥ 


Excerpt from report, “Full employment requires balancing the budget. This 
National Planning Association. means a change in the prewar relationships of production, 
consumption, and savings if all Americans who need and 
want jobs after the war are to be employed at useful work 
and at good wages.” 



























: ib 
EpitorIAL STATEMENT “It is proper ... that air lines carry their just share of ys 
The New York Times. the tax burden, but it is neither fair nor wise that, by 


reason of the very freedom and liberty of their function, 
which wipes out boundaries between nations and conti- 





nents as well as between states, they be subjected to mul- y 
tiple and harassing taxation.” 
we 
RosweEL_Lt MAGILL “Taxation is always burdensome, yet it is the price we 
Former Under Secretary of the must pay for the services of government. Intelligent fiscal 
Treasury. planning demands a constant balancing, by legislators and 


their constituents, of the burdens of additional taxation 
against the gains to be derived from additional govern- 
ment service.” 





ae 
Epitor1IAL STATEMENT “Russia’s denunciation of the neutrality pact with Japan 
Time. was merely an act of politics and diplomacy. But no one fft’s | 


knows better than the Japanese that war is merely the itch 
continuation of politics by other means, As realists, the &IE 
Japs could scarcely doubt that now the question is not ffanda 






whether, but rather where and when.” “As 
itch 
; > ” 
JoHNn IHLDER “A subway is like an iron fire escape on the outside of “Wh 
Executive officer, National Capital a building—a confession that you haven’t built the build- be 
Authority. ing right. Subways are supposed to reduce congestion in fiover 
the streets. But the building of many subways in New fo, 5 
York has been coincident with congestion . . . until now a btisfic 
common saying of New Yorkers bent on some destina- ff... 
tion is: ‘Shall we walk or have we time to take a taxi?’” 










roper 
nd o 
ight— 






> 







Epiror1AL STATEMENT “. . . some think that we [Texas] should have a 3- fat w 
The Dallas Morning News. member, appointive oil conservation board to run our We've 
oil business because a 3-member, elective railroad com- witch 






mission doesn’t sound right in the oil-regulating business. ualit: 
But by proceeding along this line of thought, we have 
already accumulated about the worst hodge-podge of 
boards and commissions of any state in the Union. Until 
we can have a general overhauling of the state adminis- 
trative system, at least, we should follow the conserva- 
tive British rule of letting well enough alone.” 
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ts a Hi-Pressure Contact 
witch, designed and refined by 
&IE engineers, who set a new 
andard in its creation. 


“As neat and smart as a 
witch can look, and still “take 


“What you don’t see here is 
he constant search for im- 
ovement in design and opera- 
on. R&IE engineers are never 
Atisfied. They know that spot- 
ressure, self-cleaning contacts, 


roper selection of materials 

nd other manufacturing processes are fundamentally S Wy Sf C, 
ight—but, they are continually looking for refinements Fy, CTs 
hat will improve on present Quality and Performance. Y of CY, 

We've been at it for 33 years. In that time, every PMEy 
witch that went out helped establish the margin of SP pa 
uality that distinguishes all R&IE equipment”. LOU, Ih KY 


* 


IAILWAY and INDUSTRIAL ENGINEERING COMPANY 


GREENSBURG, PA. ... in Canada—Eastern Power Devices Ltd., Toronto 
Cooperating 100% with the War Effort 
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Present day TRENDS 











CAPACITY 

475,000 tb per br 

DESIGN PRESSURE 
1525 psi 


TOTAL STEAM TEMP. 
__925F 
' 


sf fle 
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in JIELITY Steam Practice 


as reflected in design characteristics of recent C-E Units 





















One of two units for 
AMERICAN GAS AND ELECTRIC SERVICE CORP. 
Installed in 


GLEN LYN STATION 


APPALACHIAN ELECTRIC POWER COMPANY @ GLEN LYN, VA. 
Principal Design Characteristics 





3-drum boiler with large rear top drum providing ideal conditions for final steam cleaning and 
separation. 


Compact arrangement of economizer in last boiler pass. 


Two-stage superheater with widely spaced tubes in first stage permitting low gas velocities and thy 
minimizing slag accumulation. Boiler and superheater surfaces in this area completely accessible 
for cleaning. 


) Vertically adjustable burners permitting control of gas temperatures entering boiler and superheate 
and providing primary control of steam temperature. 


Bypass damper which provides secondary control of steam temperature. 
Spray type desuperheater which assures final close control of steam temperature. 
Tangential firing providing maximum turbulence and rapid completion of combustion. 


Simple, clean-cut furnace of ample volume for low heat release rates and with solid metal surface 
on all sides, top and bottom. All surfaces readily accessible for cleaning. 


Completely water-cooled hopper which, in conjunction with adjustable burners, permits fu 
utilization of lower furnace heating surfaces. 


Arrangement of mill piping which permits each mill to supply fuel to all four corners of furnace. 
A-8 


COMBUSTION [ iy CNGMMEERING 


200 wa OC AVENUE 1+ Bi YORK 16, .N. 


C-E PRODUCTS IN E AL RS. FURNAC PULVERIZED FUE YSTE AND STOKERS: ALSO ERHEATERS, ECONOMIZERS AND AIR HEAT 
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ARMORED CABLE : RUBBER POWER CABLES : VARNISHED CAMBRIC CABL; 


CRESFLEX 


NON-METALLIC SHEATHED CABLE 





FACTORY ASSEMBLED 
AND TESTED 


SERVICE ENTRANCE CABLE 








EASILY INSTALLED 
AT LOWEST COST 








TOUGH 
PAPER ARMOR 


S2atavs AW MA HUH V 








WEATHERPROOF 
FLAME - RETARDING 
JACKET 





S2wUMwrn TONLNAS + 





Particularly well suited 
for wiring farm buildings 
and low cost housing. 


avo a@wuvogdtiuns - 


CRESCENT INSULATED WIRE & CABLE CO. 
TRENTON, N. J. 


UILDING WIRE + IMPERIAL NEOPRENE JACKETED PORTABLE CABLE 
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HE Water Plants of this coun- 

try are needlessly pumping a 
combined total of FOUR BILLION 
gallons of water per day, most of 
which could be saved, if unaccounted- 
for leakage or waste was brought un- 
der good economic control. It is a 
financial problem . . . and a national 
problem when it comes to the war 


effort. 


Consider the total amount of chlorine 
and coal that is needlessly used 
DAILY to treat and to pump this tre- 
mendous DAILY wasted gallonage. If 
all public water supply systems were 
to make an effort to reduce unaccount- 


ed-for water you can imagine the total 


Reduce Water Waste 


WITH BETTER WATER METER 
TESTING AND REPAIRING 


kkkkkkkkkkkk 


Glideth by the Mill 
& the Miller Of” 


SHAKESPEARE 


possible saving of essential war ma- 
terials. Such a*program will not only 
greatly help the War effort . . . reports 
from numerous cities show that it will 
result in increased revenue, through a 
better accounting for water pumped 
into the distribution system. Records 
prove that one of the most effective 
ways to .minimize needless pumpage 
is systematic inspection, testing and 
repairing of water meters, especially 
the smaller sizes which have been in 


“operation” without attention for a 
number of years. 


Your Trident representative will be 
glad to help you start a meter testing 


and repair program. 


NEPTUNE METER COMPANY © 50 West 50th St 
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TILTING TYPE 


HAVE THE ENDURANCE OF PROVIDING 


MILLIONS 


OF “MAKES” AND “BREAKS” IN THE ELECTRICAL CIRCUIT 


THEY ASSURE FULL v 
PROTECTION AGAINST SS IN ALL TYPES OF 
SWITCH TROUBLES MERCOID CONTROLS 


DA (Double Adjustment) 
Pressure Control 


MEANING 


BETTER AND MORE DEPENDABLE CONTROL PERFORMANCE 
INCLUDING MUCH LONGER AUTOMATIC CONTROL LIFE, 
FOR HEATING AND AIR CONDITIONING EQUIPMENT— ALSO 
FOR NUMEROUS IMPORTANT INDUSTRIAL APPLICATIONS 
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THE MERCOID CORPORATION, 4201 BELMONT AVENUE, CHICAGO 41, ILL. 
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Save to Win 
with these four simple rules 
of battery care: 


1 Keep adding approved water at 
regular intervals. Most local water 
is safe. Ask us if yours is safe. 


9 Keep the top of the battery and 
battery container clean and dry at 
all times. This will assure maximum 

protection of the inner parts. 


Keep the battery fully charged— 
3 but avoid excessive over-charge. 
A storage battery will last longer 
when charged at its proper voltage. 


4 Record water additions, voltage, 

and gravity readings. Don't trust 
your memory. Write down a com- 
plete record of your battery's life 
history. Compare readings. 


If you wish more detailed information, or 
have a special battery maintenance prob- 
lem, don't hesitate to write to Exide. 
We want you to get the long-life built 
pst | Exide Battery. Ask for booklet 








-—Exidve— 


CHLORIDE 
BATTERIES 





...is a vital principle 
of utility operationl 


Conservation of materials is no new story 
to the men who operate public utilities. 
With thrift and efficiency they have always 
planned for conservation. 


They’ve squeezed the last ounce of use 
out of materials and equipment in their 
care .. . and today, that need is intensified. 


One helpful principle to follow is that of 
“Buy to Last—Save to Win.” Buy quality 
products and equipment, then care for it to 
avoid needless replacement. That conserves 
raw materials, labor, and space in factories. 
It frees these productive elements for essen- 
tial war production. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphia 
Exide Batteries of Canada, Limited, Toronto 











This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly June 7, 1945 


———, 








s CLEVELANDS 


THE CLEVELAND TRENCHER COMPANY 
20100 ST. CLAIR AVE. « CLEVELAND 17, OHIO 
“CLEVELANDS” Save More... Because They Do More 
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— NO SERVICE INTERRUPTION — 


after bad transformer flare-up 





Mulsifyre Projectors 
in circles) on Mulsi- 
'yre System at pao 

ton Power and Light 

Company. 


Immediate action averts disaster 


“PRACTICALLY NO DAMAGE FROM FIRE”, was the 
report of The Dayton Power & Light Co. on a 
serious flare-up that resulted from an electrical 
failure on one of their substation step-up trans- 
formers. 35 FOOT FLAMES were extinguished so 
quickly by the Mulsifyre System that adjacent 


transformers were unaffected. THIS IMMEDI- 
ATE, DEPENDABLE ACTION is the reason why 
leading utilities have chosen Grinnell Mulsifyre 
Systems for protecting over 10,000,000 KVA of 
transformer capacity and many other installa- 
tions of similar oil-filled equipment. 





MULSIFYRE SYSTEMS operate on the 
principle of emulsifying blazing oil with a 
driving spray of water. The oil is turned into 
a liquid which is incapable of burning. Fire 
is extinguished in a few seconds and reigni- 
tion is prevented. 

Complete separation of water and oil takes 
place in a few hours... leaves oil undamaged. 

There is absolutely no conductivity along 
the discharge of a Mulsifyre projector when 





spray strikes conductors carrying high volt- 
ages. 

Mulsifyre Systems are permanently in- 
stalled . . . they operate automatically or 
manually. 

Recommended by Underwriters’ Labora- 
tories for use in extinguishing fires in flam- 
mable oils immiscible with water, wherever 
such oil is a fire hazard — in transformers and 
other oil-filled electrical equipment. 








See that your equipment has this 24-hour-a-day 
protection, before fire strikes. Experienced 
Grinnell engineers will help you plan protec- 
tion for your specific needs. 


GRINNELL COMPANY 


Executive Offices, Providence | a eo 
Branch offices in principal cities. 
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From DREAM fo STEAM 


25-Year Vision of Ohio Electrical Pioneer 
Became Reality in New R. E. Burger Station 


On January 21, 1944, The Ohio Public 
Service Company officially started up and 
dedicated its new modern generating station 
at Dilles Bottom, Ohio, on the Ohio River. 
It was a ‘momentous occasion for officials 
and engineers of OPS. A dream had come 
true. More than 20 years of foresight and 
planning had at last become a reality. No 


® less an achievement was the excellent service 


rendered by the existing plants on the sys- 
tem during this long period of planning, and 
especially during the past few years, when 
the demand for electric power was greater 
than ever. 

Completion of the new station was a par- 
ticularly significant climax for R. E. Burger, 
President of Cities Service Power & Light 
Company. Pioneering the idea of building a 
central station on the site, he saw his vision 


and judgment vindicated as the steam 
throttle was opened for the first time and the 
62,500-Kw turbo-generator began to hum 
in the plant. appropriately named in his 
honor. It was a proud day, too, for the men 
who had surmounted a long chain of war- 
time obstacles in constructing the plant that, 
according to OPS President, T. O. Kennedy, 
“guarantees ample electricity for all war — 
manufacturing needs in our territory. After 
the war, it insures all persons on our Com- 
pany’s lines an abundance of power enabling 
them to make full use of the many electrical 
servants—the labor-saving devices they will 
be able to obtain”. 

Babcock & Wilcox, in saluting this OPS 
achievement, is proud to have had a part in 
it by furnishing the power behind the power 
—the steam-generating equipment. 


Three B&W Type E Pulverizers serve each of the Stirling Boilers. 
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,..a500 Million KWH. 
Success Story 





Two Stirling Boilers supply the steam needed at 
R. E. Burger Station to generate an annual power 
output of 500 million kwh. Each boiler has a 
capacity of 350,000 Ib. of steam per hr. The two 
boilers supply the steam needed by the 62,500 kw. 
turbo-generator. 
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This slogan has been identified with Egry’s efficient methods of record- 
ing initial records since 1893. The Egry Business Systems shown below 
have not only been responsible for greatly accelerating the making of 
handwritten and typed records, but also for the elimination of mistakes 
caused by carelessness and temptation. Many concerns in the utilities 
industry have found it profitable to use Egry Business Systems. Write 
for literature. Or a practical demonstration may be arranged in your 
own office at your convenience. It will cost you nothing to investigate. 








EGRY SPEED-FEED may be attached to any standard 
typewriter in one minute, without change in con- 
struction or operation, and with Egry Continuous 
Forms, practically doubles the output of the 
operator since all her time becomes productive, 



















EGRY ALLSET Forms are individually bound 
sets, interleaved with onetime carbons 
for immediate use for either typed or 
handwritten records. 





EGRY CONTINUOUS FORMS enable operators 
to write more forms in less time because 
they eliminate interleaving and removing 
loose forms and loose carbons, and many 
other: time-consuming manual operations. 








EGRY TRU-PAK speeds the writing of all 
handwritten records. Eliminates mistakes 
and assures positive control over all re- 
corded transactions, 














THE EGRY REGISTER COMPANY, DAYTON 2, OHIO, Dept. F-67 


EGRY CONTINUOUS FORMS LIMITED, King and Dufferin Sts., Toronto, Ontario, Canada 
Egry maintains sales agencies in all principal cities 
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INSTRUMENTS OF POWER 


eee SO Common We Miss Their Meaning 


N instrument of power, the truck and crane 
above. We take them in our stride, these in- 
struments of power, as we do almost al] the amaz- 
ing things about us. We see big, heavy-duty trucks 
at work on construction jobs, but we never stop 
and say: “There is a miracle of American inge- 
nuity ...an idea embodied in steel and rubber... 
there is power ... American power that throws its 
full weight on the enemy.” 


The performance of American trucks, drivers, 
and truck service men, here on the home front, 
has been a real battle story through the war 
years. Trucks without number are old—too old, 
we would have said a few years ago. But they’ve 
gone on, these trucks, nursed by their drivers 
and coddled by service men. And their jobs have 
been done—the long, long list of jobs the Nation 
needs done when the chips are down. 


Watch these old trucks—the heavy haulers! 
See how many of them wear the Triple-Diamond 
Emblem of International Harvester. . . . In the 
ten years before the war more Heavy-Duty Inter- 
nationals were sold than any other make. The 
truck itself was the reason. The truck itself is 
still the reason—the rugged International Truck 
dependability that still enables these veterans to 
do a full day’s work. 


INTERNATIONAL HARVESTER COMPANY 


a 180 North Michigan Avenue 
Chicago 1, Illinois 
HARVESTER 





New Trucks: The government has authorized the 
manufacture of a limited quantity of International 
Trucks for civilian hauling. See your International 
Dealer or Branch for valuable help in making your 
application. 











INTERNATIONAL Yaucks 
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¥ repetitive manufacture actually proving 
its value to buyers of power apparatus? 
Here’s an industrial example that shows what 
can be accomplished when systems are 
planned with RM-listed units in mind. 


To serve the 450-acre floor area of an im- 
portant aircraft plant, electric power is dis- 
tributed by a load-center system. Sixteen 
“double-ended” G-E unit substations, aggre- 
gating 30,000 kva, form a uniform and 
repetitive pattern throughout. 


Vitally important savings in time and in 
materials were achieved in this installation. 
They were made possible to a considerable 
degree by the use of standard units. The first 


GENERAL @ ELECTRIC 


SEE HOW AN 
INDUSTRIAL PLANT 
MULTIPLIED 
SAVINGS 


with RM - listed 


unit substations 


In this secondary-selective, factory load- 
center system, primary distribution is at 
13.8 kv, the voltage being stepped down 
to 480/277 v at the load centers. (Above) 
—typical double-ended unit substation 
(1000 kva.). 
cost of each substation was significantly 
lower than if each had required special design 
and custom manufacture. Uniformity brought 
down installation and service costs as well. | 
All the gains were greater per unit, because 
so many units were supplied. Many installa- 
tions like this will bring about lower market 
prices. 

Repetitive manufacture will also help make 
possible similar savings for light and power 
companies. In planning tomorrow's distribu- 
tion systems, why not investigate the oppor- 
tunities for similar economies in time and ex- 
pense. You'll find G.E. ready to work with 
you all the way. General Electric Company, 
Schenectady 5, N. Y. 


Buy all the BONDS you can 


301-120E-170 —and keep all you buy 
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Because you get maximum sulphur removal per 
pound of oxide. Lavino Activated Oxide is 
made especially for maximum activity and 
capacity, maximum trace removal and shock 
resistance. Comparing cost, performance and 
savings, we believe Lavino Activated Oxide has 
no close rival. 


For more information about its remarkable 
record, just write a note on your letterhead to 


E. J. LAVING AND COMPANY 
1528 Walnut St., Philadelphia 2, Pa. 











DAVEY TREE TRIMMING SERVICE 


1846 1923 


JOHN DAVEY 


Founder of Tree Surgery 


DAVEY 


TREE TRIMMING 
FOR 


LINE CLEARANCE 


Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 





Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 


L-M Elbows, with compression units 

iving a dependable grip on both con- 

uctors. Also Straight Connectors and 
Tees with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. - 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


Vi-Tite Terminals for quick 
installation and easy taping. 
Also sleeve type _ terminals, 
screw type, shrink fit, etc. etc. 


Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions, 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


PENN-UNION 


CONDUCTOR FITTInGg ™ 
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Climatic conditions, under which various communi- 
cations equipments are operated, vary from the 
sub-zero temperatures of the northernmost climates 
to the tropical temperatures encountered at the 


equator. Conditions of humidity cover the extreme 
range; from the dry arid regions of the many 


deserts, to the almost 100% humidity in tropical 
and sub-tropical atolls. 


lt has been the problem of Sangamo engineers to 
design and produce capacitors that perform faith- 
fully under these varying conditions, and so assure 
vitally needed communications at all times. 


The wide variety of capacitors illustrated insures 


the availability of the proper unit for almost any 


mica capacitor requirement. 


SANGAMO ELECTRIC 
7 COMPANY 


SPRINGFIELD, ILLINOIS 
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BRING YOUR BILL ANALYSES 
UP TO DATE 


You can save 50% in time and money with 


THE ONE-STEP METHOD 








OF BILL ANALYSIS 











LL but current bill frequency data has been rendered obsolete by the 
marked increase in kilowatt-hour sales. How much of this load will 
you retain? 


Now is the time to bring your bill analyses up to date. In addition to a 
knowledge of the existing situation, certain trends may be disclosed which 
will be of considerable value to you in planning your post-war rate and pro- 
motional programs. 


The One-Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One-Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York 5, N. Y. 


Boston Chicago Detroit Montreal Toronto 
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Service water clears itself in 


ELLIOT 


SELF CLEANING 
STRAINERS 


Without attention beyond occasional super- 
vision, this unit will strain incoming water, 
remove and eject abrasive or other foreign 
matter, and deliver clear water for service use. 


The straining process is continuous. A 
geared motor slowly rotates a sealing box 
which blocks off each straining section in turn. 
Back-flow of water then flushes the isolated 
straining section, driving the entrained impuri- 
ties out through the bottom of the unit, and the 
cleared section again takes up its straining job. 


The only bearing exposed to grit-laden 
water is the lower bearing of the rotating ele- 
ment. This is a cutless rubber bearing, immune 
to damage and easily replaceable should it 
become necessary. Elliott self-cleaning strain- 
ers serve many utilities especially where large 
quantities of relatively fine dirt must be 
removed. 


Dne of three large self>  immmeiiny Where manual cleaning is permissible, Elliott 
leaning strainers for ; a twin strainers will also give non-stop service, 
Oy ted ae he [ ry one cylinder always being in operation while 
. the other is shut down for removal and dump- 

ing of the strainer basket. 


Use our wide experience in meeting your straining 
needs, Talk it over with the Elliott man. 


eet ‘y ELLIOTT COMPANY 


One of five Elliott 14” self- : 
cleaning strainers in a hydro Accessories Department 


plant. They protect fire pumps, JEANNETTE, PA. 
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Attilities Almanack 


Due to wartime travel restriction, conventions listed are subject to cancellation. 


+7 JUNE 3 v 


1 Municipal Finance Officers of the United States and Canada will hold regional meeting, 





















































Super: Boise, Ida., June 22, 23, 1945. 
water, 
reign é 
“a = 9 American Water Works Association, New Jersey Section, holds meeting, 1945, 
us. 
A q ge a of Commerce of the United States will hold board meeting, Washing- cit) 
J box ton, D. C., June 29, 30, 1945. 
1 turn, 
slated { National Rural Electri- Cotberative Accaciation will hold meeting of national board 
npuri- of directors, Chicago, Ill., July 17, 18, 1945. 
id the 
iob { American Water Works Association, Michigan Section, will hold meeting, Flint, Mich., 
g job. Sept. 12, 13, 1945. 
laden 
g ele- q Institution of Gas Engineers starts annual meeting, London, England, 1945. 
mune 
uld it af p ; coe ; A 
rol 4 Indiana Section of American Water Works Association starts regional meeting, 
rain- Evansville, Ind., 1945. 
large 
st be ? es 2 
4 Central Western Shippers Advisory Board holds meeting, Omaha, Neb., 1945. 
Elliott fast ‘ ; 
° 4 Interstate Oil Compact Commission opens quarterly meeting, Oklahoma City, Okla., 
rvice, 1945. F 
while 
ump- q Ghemwber of Commerce of the United States will hold board meeting, Washington, 
, Sept. 21, 22, 1945. 
meng American nae Works Association, Southwest Section, will hold meeting, > 
an. Oct. 15-17, 1 





N Y q eres Society of Mechanical Engineers starts semiannual meeting, Chicago, IIl., 





4 Canadian Gas Association opens annual conference, Murray Bay, Quebec, 1945. 





q American Water Works Association, North Carolina Section, will hold meeting, Char- 
lotte, N. C., Nov. 5-7, 1945. 
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Let’s Have Both Sides of This 
Propaganda Argument 


There is entirely too much hypocrisy, in the opinion of this 
author, in the hackneyed complaint that business-managed 
utility companies engage in “propaganda” while their political 
critics engage in the same activity even more intensively and 
continuously. Why not admit, however, that both sides are out 
to advance a gwen viewpoint and let the public judge the merits? 


By TED CROSBY 


that “propaganda” has become a 

much-abused word. A _ cynical, 
somewhat smart aleck definition of 
“propaganda” as most Americans have 
come to understand it would be simply 
“the other fellow’s argument.” We 
would never dream, of course, of call- 
ing our own argument—that is, the 
argument for our own side or particu- 
lar point of view—“propaganda.” We 
would prefer to call it a “factual state- 
ment of the real situation,” or, perhaps, 


[ is, perhaps, a trite thing to say 
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an “educational campaign of enlighten- 
ment,”’ or some other similar exercise 
in the slippery art of semantics. 

And yet if we want to be honest with 
ourselves, or with others, we would 
have to admit that, all question of 
truthful content to one side, our argu- 
ments, as well as our opponent’s argu- 
ments, are both propaganda and per- 
haps recognized as such by any intelli- 
gent person who bothers to listen to 
either of us. A refusal to admit that 
means either we are kidding ourselves 
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or trying to kid the public—more often 
the latter. 

“Propaganda,” in the better sense of 
the term, according to all accurate, un- 
emotional definitions in any reputable 
dictionary, merely means systematized 
argument or any plan for favorable 
presentation of a particular private 
theory or doctrine. No issue of truth is 
involved (incidentally, smart propa- 
ganda is usually scrupulously truthful, 
as far as it goes)—merely a recogni- 
tion that propaganda is angled from an 
interested point of view, as distin- 
guished from a purely objective re- 
portorial or disinterested point of view. 

It’s like a lawyer’s argument in court. 
Nobody expects the lawyer to sum up 
the authorities for the other side. 
Sometimes really clever lawyers pur- 
port to do so, which can be a subtle 
form of propaganda in itself. But, 
generally, the average lawyer leaves 
that job for the opposition’s counsel. 

Propaganda is a perfectly respectable 
word in other lands and languages. 
There is no invidious connotation. 
True, some ministers of propaganda, 
such as Dr. Goebbels, the goggle-eyed 
gargoyle of Berlin, have used the word 
as a cloak to cover scientific mass lie 
manufacturing. But others, including 
allied and friendly nations, and even 
church authorities, consider it as sim- 
ply a designation similar to our own 
American “press relations” or “infor- 
mation division” departments of gov- 
ernment. 


S° much for definition. As a prac- 
tical matter, it is probably too much 
to expect that propaganda, as a word, 
will ever become respectable in com- 
mon American parlance. But by under- 
standing its use as a smear word, and 
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the technique which it often covers up, 
we can come to a more forthright real- 
ization of just what the score is in the 
contest of publicity now going on in the 
United States to wean the American 
people away from their traditional 
sympathy for free private enterprise in 
business-managed public utility com- 
panies in favor of a socialized or gov- 
ernment-managed system of public util- 
ity service, subsidized by the taxpayer. 

When we come right down to cases, 
everybody is engaged in propaganda of 
some sort or another every day of his 
life. From the cradle to the grave— 
or, specifically, from the overfed baby 
crying for more milk to the often 
phoney epitaph of love, affection, and 
piety graven on our tombstones—we 
are all constantly trying to “put over” 
our point of view—attempting to sell 
somebody our ideas. We may be en- 
tirely sincere and unselfish in these ef- 
forts. They may be tactlessly crude or 
deliciously subtle. But the fact remains 
that every time we make an attempt to 
influence the thinking or viewpoints of 
others, we are to that extent engaged 
in propaganda. 

So what? Well, for one thing, if we 
look at it in this way, we can quickly 
scrape away an unhealthy overgrowth 
of hypocrisy that has beclouded the is- 
sue of public ownership of public utili- 
ties in this country. We have heard the 
politicians say, since the days of the old 
Federal Trade Commission investiga- 
tion of the thirties, that the electric 
utility industry in the United States has 
been engaged in a “systematic” or 
“concerted” or “widespread” or “well- 
organized” campaign of “propaganda” 
to defeat and discredit “the will of the 
people” — meaning, of course, public 
ownership. 
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LET’S HAVE BOTH SIDES OF THIS PROPAGANDA ARGUMENT 


A“ so what? Why shouldn’t 

they? What’s wrong with it? 
Who started it in the first place? Which 
side does the most of it? Is it wrong 
for an admittedly successful and useful 
industry to fight back through pub- 
licity channels in a life-or-death strug- 
gle to defend its own right to continue 
in existence? 

Indeed, are the business-managed 
electric utility companies engaged suf- 
ficiently in counterpropaganda ef- 
forts to offset a movement designed to 
extinguish them? Are they doing 
enough propagandizing? Could it be 
much more effective? 

Answers to plain, common-sense 
questions such as these dissolve the fic- 
tion of hypocrisy which proponents of 
socialized management of utility indus- 
tries have assiduously built up around 
their use of the word “propaganda” 
and exclusively applied by them to the 
purely defensive, and often pitifully in- 
adequate, efforts of business-managed 
companies to stay alive and continue to 
do business—the business of public 
service. 

It cannot be stressed too much, how- 
ever, that propaganda is a serious busi- 
ness in itselfi—requiring expert tech- 
nique to get satisfactory results. The 
success of an executive of a business- 
managed utility—in the utility business 


—does not of itself mean that he is 
equipped to engage in the rough-and- 
tumble of propaganda activity. It 
would be just as if a successful lawyer 
or doctor assumed that such profes- 
sional experience equipped him to oper- 
ate a business successfully. 


Edom some executives on both 
sides of this public ownership con- 
troversy have become successful propa- 
gandists. 

The late Wendell L. Willkie, who 
as president of the Commonwealth 
& Southern, took the publicity play 
right away from the astute Chair- 
man Lilienthal of TVA, was a 
notable example. As for Chairman 
Lilienthal himself, the recent high com- 
pliment on his effectiveness as a propa- 
gandist by such an expert as Secretary 
of Interior Ickes speaks for itself. Not 
only has Chairman Lilienthal become 
a clever propagandist but he has built 
up an impressive system in the TVA 
for the same. Thus, money received by 
Chairman Lilienthal and others for 
their writings goes into a fund to de- 
fray the expenses of visiting celebrities 
from foreign countries, and so forth. 
(This is making one phase of propa- 
ganda pay for another phase of propa- 
ganda. ) 

One elementary truth concerning 


e 


to all accurate, unemotional definitions in any reputable dic- 


q: ‘PROPAGANDA,’ in the better sense of the term, according 


tionary, merely means systematized argument or any plan 
for favorable presentation of a particular private theory 
or doctrine. No issue of truth is involved (incidentally, 
smart propaganda is usually scrupulously truthful, as far 
as it goes)—merely a recognition that propaganda is angled 
from an interested point of view, as distinguished from a 
purely objective reportorial or disinterested point of view.” 
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propaganda activity which is not gen- 
erally understood is the fact that it can- 
not be measured in terms of dollars and 
cents. To bring this truism home to the 
public utility business, we can readily 
see that a business-managed company 
will have to spend a considerable 
amount of money, effort, and planning 
to get the same amount of publicity 
which government in business gets for 
nothing. It is senseless to quibble over 
this situation or say it is unfair. It is 
simply a fact. 

Why is it a fact? Because govern- 
ment in business is still relatively new 
and experimental in this land of ours 
with its traditional system of private 
enterprise and, of course, news makes 
publicity come easy. If the situation 
were reversed, if most of our business 
were socialized, then an experiment in 
private enterprise would be news. For 
a concrete example of this, just imagine 
the socialized government in Soviet 
Russia announcing that after the war 
it would permit certain military heroes, 
as a reward for their gallantry, to own 
private property and go into private 
business. Such a departure from the 
established pattern of Russian govern- 
ment would make headlines through- 
out the world. 


“Pence back to our own country, it 
is not surprising, therefore, that 
when the head of our first great Fed- 
eral venture into the power business— 
the Tennessee Valley Authority—sums 
up his experience in a readable and 
graphic account, it becomes a best sell- 
er. As citizens and taxpayers, most of 
us are interested in TVA, whether we 
approve the venture or otherwise. 
Hence, Mr. Lilienthal gets not only 
free publicity for his TVA propa- 
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ganda, but actually gets paid for it. An 
executive of a business-managed com- 
pany, attempting to get anywhere near 
a relative amount of publicity for his 
company’s position and accomplish- 
ments, would have to spend thousands 
of dollars, engage the very finest lit- 
erary talent, and even then it is doubt- 
ful if he could make thc thing come off. 
This is because mere successful busi- 
ness operation, as such, in this country 
is commonplace and therefore not ex- 
citing. Would that it were otherwise. 

Not to labor this point that one 
man’s propaganda is another man’s 
best seller, it would seem to follow that 
the safest thing for a business-managed 
private company, fighting for its life, is 
to come right out and lay the cards on 
the table and admit that it has to spend 
that kind of money to match the nat- 
ural publicity advantage enjoyed by 
rival government forces attempting to 
socialize the industry. The inherent 
sense of fair play of the American pub- 
lic is likely to respond to such frank- 
ness and recognize the natural disad- 
vantage under which any particular 
business labors when it has to fight its 
own government to stay alive. If the 
point is made clear enough, the average 
private citizen will even sympathize 
with the “underdog” and say to him- 
self (with fond visions of his own lit- 
tle business in the back of his head): 
“There, but for the grace of God, 
go I.” 


ee people of the state of Wash- 
ington were not shocked when the 
Federal Power Commission on two 
occasions announced, after some in- 
vestigation, the amounts which busi- 
ness-managed power companies in that 
state had spent in political campaigns 
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Propaganda As Tool of Public Ownership Movement 


& : aaerenee is the life and breath of the public ownership movement 

in this country. It is a most satisfactory tool, considering that it ts 

the principal implement these manipulators possess. As long as they wield 

it diligently they will have no particular need for precisely factual justi- 

fication, which is always dreadfully dull even where it is true and ac- 
curate.” 





involving an issue concerning their 
own right to continue in existence. 
Some of them were a little shocked 
when the FPC—a presumably “quasi 
judicial” agency of the Federal govern- 
ment—released its findings on the eve 
of the election—interpreted in some 
quarters as being a last-minute effort 
by an arm of the Federal government 
to sway a state election. (If that was 
the intention, it certainly backfired, 
since the election went the other way. ) 

The people of the state of Washing- 
ton know, or at least they voted as if 
they were fully aware of, the unequal 
advantages of government as compared 
with business company publicity; they 
know that all the money is not being 
spent on one side. When the FPC, after 
announcing the business-managed com- 
pany expenditures, pointed out that it 
had no jurisdiction to investigate simi- 
lar expenditures by government bodies, 
a good many citizens of the state sim- 
ply guffawed and a handsome majority 
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of them voted accordingly. They knew 
and heard often enough of government 
propagandists carried on the payroll 
under other titles. The Washington 
voters, by and large, were well aware, 
for example, that an avowed socialist 
politician being carried on the Bonne- 
ville payroll as a “consultant” per- 
formed the exclusive function of 
stumping the state—making speeches 
and writing articles in favor of public 
ownership. 


ES, the people. of Washington final- 

ly understood what the score was 
and the honesty of the business-man- 
aged companies in admitting that they 
were fighting for their lives and will- 
ing to put up some chips in making a 
real scrap of it, really paid dividends. 
The question arises whether a similar 
policy of frankness and honesty of 
purpose wouldn’t assist business-man- 
aged companies elsewhere which have 
similar. problems. Today, that means 
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just about every state in the union, ex- 
cept Tennessee and Nebraska, where 
private enterprise in the electric power 
business has been virtually extermi- 
nated. 

What this writer is driving at is that 
the business-managed companies ought 
to go to school—ought to go to a propa- 
ganda school. They might well start in 
by taking lessons from their own op- 
ponents. True, they can’t hope to over- 
come the natural advantage of novelty, 
already mentioned, enjoyed by the 
socialistic camp, and they should not 
blame the government people for mak- 
ing full use of that advantage. But such 
novelty wears itself out quickly enough 
under increasing tax consciousness. 
And there may well be compensating 
natural advantages in the status of 
business - managed companies which 
can be profitably exploited. 

The “underdog” status itself is no 
mean concept to conjure with, for 
favorable publicity purposes. When the 
war is over and it becomes safe once 
’ more for private citizens to tell an op- 
pressive government where to get off 
without having their patriotism chal- 
lenged, there is quite likely to be an in- 
creasing cheering section for the little 
Davids who have the spunk to go after 
bureaucratic Goliaths, and—what is 
more important—who see that the 
blow-by-blow accounts of the various 
bouts get to the attention of the people. 


Soe of the tricks used by the ma- 
nipulators of the public ownership 
racket (and it is a sweet racket for an 
increasing army of government job- 
holders — another fact, incidentally, 
which could stand some publicity) are 
well worth study if not imitation. One 
obvious lesson which the business-man- 
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aged companies could learn is that the 
government - public ownership boys 
never waste time on defense. The de- 
fensive position, from a propaganda 
angle, is too closely linked in the pub- 
lic mind with an alibi. When you hear 
the very word “alibi” you unconscious- 
ly pass a certain amount of judgment 
on the party associated with the word. 

As the old forthright western judge 
of pioneer days used to say about pris- 
oners brought up on charges in crimi- 
nal court: “Guilty? Of course they’re 
guilty. What would they be here for if 
they weren’t guilty?” 

No, you will generally notice that 
the government-public ownership prop- 
agandist rarely stops to answer charges 
defensively. He ignores them as blithe- 
ly as the ham actor overlooks the over- 
ripe vegetation and goes on singing his 
piece, banging away at his arguments. 
It gets results, too. 

Propaganda is the life and breath of 
the public ownership movement in this 
country. It is a most satisfactory tool, 
considering that it is the principal im- 
plement these manipulators possess. As 
long as they wield it diligently they will 
have no particular need for precisely 
factual justification, which is always 
dreadfully dull even where it is true and 
accurate. 


it is of the very nature of things that 

government-public ownership — a 
socialistic form in a country still pre- 
dominantly capitalist—must start out 
as a pressure group with propaganda 
as its prophet. It would have to be the 
same way if, as, and when private en- 
terprise attempts to start out as a seri- 
ous movement in a country predomi- 
nantly socialized, such as Soviet Rus- 
sia. 
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Let’s dissect the more generally used 
devices, exemplified by this propaganda 
technique. Seven categories come to 


. Name calling. 

. Glittering generalities. 
. Transfer. 

. Testimonials. 

. Plain folks. 

. Card stacking. 

7. The band wagon. 

These are all improvised labels and 
we shall see presently what is meant by 
each. 

All of these devices are in constant 
use by the public ownership propa- 
gandists with one, the band wagon de- 
vice, being employed most generally at 
the present time. 


i, Speen calling” by the govern- 
ment-public ownership pro- 
moters is an old and time-honored de- 
vice which that classical arch propa- 
gandist, Cicero, used so effectively, 
even when he was actually pretending 
to condemn its very use. (The refer- 
ence is to the “Orations against Cata- 
lina.” ) The idea is that a bad label will 
tempt the superficial to reject, or ac- 
cept, something without further ex- 
amination of the evidence—and all too 
often they do. In referring to their op- 
position they always refer to “mo- 
nopolies” and ‘Power Trust” and 
“Wall Street.” It is used graphically 
when power companies are caricatured 


as bloated, silk-hatted capitalists, gen- 
erally shown with one foot on the neck 
of a farmer or worker. The philoso- 
phers of old called this method argu- 
mentum ad hominem. 

To put the reverse English on the 
“name-calling” device, one has only to 
point out that Wall Street financiers 
and Chicago bond brokers are behind 
the scenes in every government-public 
ownership situation and favored firms 
of engineers and lawyers who are of 
the “true faith” are always on hand for 
their share of the “take.” 

The “glittering generality” is used 
generously in the government-public 
ownership routine because it associates 
a program with a “virtue” word to ob- 
tain acceptance for the program with- 
out examination of the evidence. 
Power is always referred to as “power 
for the people.” Public ownership is 
always “in the public interest’ or “for 
the public welfare.” (As Hitler rightly 
said in “Mein Kampf” : “Shout it often 
and loud enough, they’ll believe it.’’) 
Any trickle of water that does not 
splash against a dam is called “power 
going to waste.” The zeal with which 
the government-public ownership 
groups insist that every babbling brook 
must be dammed leads one to wonder 
how they have overlooked the power 
going to waste in rainfall and have 
neglected to advocate horizontal dams 
to generate kilowatts from cloudbursts. 


& 


called ‘power going to waste.’ The zeal with which the gov- 


q “Any trickle of water that does not splash against a dam is 


ernment-public ownership groups insist that every bab- 
bling brook must be dammed leads one to wonder how they 
have overlooked the power going to waste in rainfall and 
have neglected to advocate horizontal dams to generate kilo- 


watts from cloudbursts.” 
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| inde look at the “glittering general- 
ity” from the reverse side. Out 
in the state of Washington the ranks 
of the government-public ownership 
standard-bearers are swelled by officials 
of the state grange, an organization of 
farmers. Now I submit that of all the 
classes in this country, the farmer is the 
farthest, sui generis, from collectivism. 
The prime instance of a natural re- 
source is the land, but to suggest that 
all farms should revert to the public 
would be to risk tar and feathers. So 
we must conclude that these grange 
leaders, hot for collective kilowatts, are 
not really in favor of government-pub- 
lic ownership—not by a dam site! Per- 
haps to them, public ownership is mere- 
ly the cracker barrel in the general 
store. But they would be very indig- 
nant, indeed, if they found the general 
store proprietor helping himself to the 
contents of their bulging barns. The 
obvious problem here for business- 
managed companies is to identify their 
plight under government persecutions 
with the figurative American Kulak 
fighting off a Federal “collectivist’’ 
agent. It can be done. 

The “transfer” device carries the 
prestige and sanction of something re- 
spected over to something else in order 
to make the latter acceptable. Govern- 
ment-public ownership is called “true 
democracy.” If the government-public 
ownership forces win an election the 
vote is called “the will of the people.” 
If government-public ownership is de- 
feated in an election, then the result is 
termed, “the wishes of the people have 
been thwarted.” 


mN example of the use of the “trans- 
fer” device is seen in the recent 
statement of Dr. Paul Raver, Adminis- 
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trator of the Bonneville Administra- 
tion, who said, “Our task is to guard 
and develop these government-public 
projects so as to make them a shining 
example of free enterprise in a free de- 
mocracy.” The attempt of the govern- 
ment-public ownership propagandists 
to take over the term “free enterprise” 
to describe government-public owner- 
ship projects smacks of plagiarism. 
Perhaps they have their tongues in 
their cheeks, but you can’t blame them 
for trying. 

“Free democracy,’ indeed! Who 
elected Dr. Raver to office? Who 
elected his boss, Secretary of Interior 
Ickes, to office, for that matter ? What 
right have the people of the Northwest 
to vote on matters and policies affect- 
ing operation of the great Federal proj- 
ects in that area? The people of Wash- 
ington already know well enough that 
they have nothing to say on the mat- 
ter and that Dr. Raver is the hired local 
representative of an absentee manage- 
ment, centralized in Washington, 
which controls the biggest power trust 
today. They know that the old Wall 
Street octopus has grown up and changed 
his address to Washington, D. C. 

Another cute use of the “transfer” 
idea is the association of government- 
public power production with melliflu- 
ous multipurpose public works, such as 
navigation improvement, flood control, 
irrigation, reforestation, and so forth. 
You can’t beat this combination. Try- 
ing to put up an argument against the 
desirability of such things as flood con- 
trol is like trying to argue against the 
Beatitudes or the Ten Commandments. 
It stamps you as a sinner and a heretic. 

These great rivers, say the gov- 
ernment-public ownership proponents, 
refer to the Tennessee, Missouri, or 
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Government-public Ownership As True Democracy 


vias cstsamiennsat ee ownership is called ‘true democracy.’ If the 

government-public ownership forces win an election the vote ts 

called ‘the will of the people.’ If government-public ownership is defeated 

in an election, then the result ts termed, ‘the wishes of the people have 
been thwarted.’ ”’ 





the Columbia or other riversheds, 
which must be “integrally developed” 
to protect life, property, and insure 
the priceless heritage of arable acres 
of productive farm soil. This pretty 
picture of partnership between fine 
public improvements and _ allegedly 
“incidental” power generally turns out 
in practice to be something like the fa- 
mous 50-50 recipe for “horse and rab- 
bit stew.”” You use one horse and one 
rabbit. 

The farmers in the Central valley 
section of California were sold on such 
a glowing picture of reclamation, and 
after Federal spending of millions of 
dollars the farmers still had, at this 
writing, not received a drop of irriga- 
tion service. The primary objective of 
reclamation which the local people 
loudly approved turned out to be pri- 
marily a power project. They asked for 
water and they got kilowatts. If you 
don’t think they are still burning about 
it, you might go visiting in the Central 
valley section. 
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The reverse of the “transfer” tech- 
nique in this case would be to point out, 
where it can be pointed out, how much 
cheaper and better river control work 
can be accomplished without the mag- 
nificent obsession of making the power 
tail wag the entire dog of basin develop- 
ment. Also, some farmers and local 
citizens might be interested in how 
much better reclamation and flood-con- 
trol service they would get for our 
money if Federal officials were to con- 
centrate on such government services 
and leave the incidental power, under 
proper supervision, to business-man- 
aged companies which have made a suc- 
cessful and useful job of distributing 
it for the “public welfare.” (This is 
one argument, incidentally, which 
seems to have been explored hardly at 
all.) 


N=” we have the “testimonial” 
device. This consists in having 
some respected (or hated) person say 
that a given idea or program is good 
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(or bad). The government-public own- 
ership routine generally does this by 
quoting Doctor So and So concerning 
the desirability and feasibility of some 
government-public ownership project. 
The most prominent “doctor” available 
is the best bet for this. But, in a pinch, 
the “doctor” may be an obscure ex- 
evangelist or backwater college pro- 
fessor, or legal eagle of some county 
seat, or even a reasonably honest vet- 
erinarian, if he comes from far enough 
away—preferably a foreign country. 

The idea, to use a flip phrase current 
in Washington, D. C., propaganda cir- 
cles, is to “impress the local yokels.”’ 
Mediocre engineers, who may not have 
been able to make any notable success 
in their own professional practice, can 
be shined up as “famous engineering 
authorities and consultants.’’ When 
they pontificate at crossroad gather- 
ings, the smart thing is to have the 
sympathetic press representatives on 
hand (with camera and plenty of flash 
bulbs) to drool with fervor over the 
great man bringing the politico-eco- 
nomic truths down from Mt. Sinai 
(somewhere near Washington, D. C., 
these days, no doubt). 

The “plain folks” device is another 
neat item. Here the propagandist at- 
tempts to convince the public that he 
and his ideas are good because they are 
“of the people.” “Join with us,” he 
pleads, ‘‘we are not silk-hatted finan- 
ciers, but just plain folks like you. We 
wouldn’t do you wrong. Walk right 
in.” This goes over big with the right 
people. Get an extra-size collar, skip the 
shave, and borrow a red handkerchief 
to mop a nervous brow. The boys in 
Washington, D. C., know all about this 
one and can tell you just how to use it 
to best advantage. 
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HESE homespun economists make 

a point of calling attention to the 
published salaries of utility executives, 
Do not, of course, give them the bene- 
fit of income taxes nor the right to their 
records for years of experience. and 
their proven ability. Avoid any allusion 
to your own bank account or to the size 
of “fees” derived from various phases 
of government-public ownership oper- 
ations with “other people’s money.” 

“Card stacking” is also frequently 
employed. This device involves the se- 
lection and use of alleged facts or half- 
truths to give the best or worst possible 
slant. (“Angling” is the trade name for 
this in the newspaper game.) For an 
example, let’s take an excerpt from an 
editorial in a Washington state farm 
paper, which devotes considerable space 
to subjects far removed from the agri- 
cultural field, such as government-pub- 
lic ownership. This includes vitupera- 
tive attacks on the Canadian Shipshaw 
project. 

The editorial says, among other 
things: ‘‘Public power in the state of 
Washington sold 3,293,353,541 kilo- 
watt hours of electricity for $16,878,- 
571.91, in the first ten months of 1942. 
The private utilities sold 1,820,153,- 
576 kilowatt hours for $23,327,343.78 
in the same period. Public power sold 


13 billion kilowatt hours MORE than 


private power for $6,448,763.81 less 
money!” The reason for this disparity 
is studiously ignored. The reason, of 
course, is that practically all of the pub- 
lic power was sold to war industries at 
typically low rates made possible by 
high load factors. The business-man- 
aged companies sold a large amount of 
their output for such low factor loads 
as residential loads. It’s like comparing 
a chestnut horse to a horse chestnut. 
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But it works pretty well at times—if 
it’s not overworked. 


N’’ we come to the “band wagon” 
—a real trump card. “Every- 
body’s doing it.’’ Using this device the 
propagandist purports to show that the 
trend is toward his program and that 
everyone ought to get on the band 
wagon. Pull out all the stops. Stampede 
them. Make them feel ashamed of 
themselves, if not downright ignora- 
muses for even daring to question the 
proposition. 

Snob appeal works wonders in push- 
ing the band wagon along. Quote 
liberally from radical Harvard or Co- 
lumbia professore and government big- 
shots. But don’t suggest that the sucker 
try to figure it out for himself. It might 
backfire as it did in Washington state. 
Here’s a fine example of the “band 
wagon.” A government-public owner- 
ship publication says: “A writer in the 
New York Herald Tribune sees a 
rapid trend towards public ownership 
throughout the country. He cites many 
examples that emphasize that tendency. 
‘It becomes increasingly clear,’ this 
writer says, ‘that a sweep towards pub- 
lic ownership is setting in.’ ” The gov- 
ernment-public ownership propagan- 
dist harps on the theme that public 
ownership is inevitable. As Hitler said: 
Keep up long enough and loud enough 


and people will repeat it themselves 
without thinking. 


| ie reverse action, the facts support 
a good case for the counterargu- 
ment that business-managed companies 
are eventually inevitable. The govern- 
ment - public ownership movement 
reached epidemic proportions back in 
1938 under the impetus of the financial 
handouts by the Public Works Admin- 
istration to public bodies. In that year 
there were 218 municipal ownership 
elections held in the United States and 
of this number 108 resulted in the de- 
feat of public ownership, and 110 were 
victories. In 1942, on the other hand, 
there were only 28 elections and in 
these public ownership scored 8 vic- 
tories and suffered 16 defeats. One 
would hardly call that a trend towards 
government - public ownership. This 
would seem to show that government- 
public ownership has to bribe its way 
with “other people’s money” whereas 
if the situation were left alone private 
enterprise would gain as it did before 
the days of PWA when municipal 
plants in the USA fell from a high peak 
never since approached. 

From 1933 through 1937, govern- 
ment-public ownership won in 53 per 
cent of the elections. In the next five 
years, it only won 42 per cent of the 
elections—and its record in 1942 was 


2 


feated recently at El Paso and Port Arthur, Texas ; Madison, 


q “GOVERNMENT-public ownership proposals have been de- 


Wisconsin; Reedsport, Oregon; Palatka, Florida; Fort 


Wayne, Indiana. They won no notable success anywhere in 
the last year. In the recent past, the wildest rabbit that was 
ever jerked out of the public power promotion hat, the 
$175,000,000 Hood River, Oregon, PUD revenue bond 1s- 


sue, suffered a withering blast... 
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only 33 per cent. There’s a trend for 
those who wish to see! 

One of the best examples of the real 
trend is to be found in Adams county, 
Washington, because here we have a 
county where the PUD proposition has 
been put up to the same voters three 
different times—in 1938, 1940, and 
1942. The PUD proposal was defeated 
all three times and the margin of de- 
feat became greater with each succeed- 
ing election. In Yakima county, Wash- 
ington, where a PUD had been set up, 
the commissioners of the district re- 
cently closed their office and went out 
of business. 


[* 1941, a public ownership proposi- 
tion went on the ballot in Spokane, 
Washington—virtually in the shadow 
of the Grand Coulee dam. A super- 
colossal propaganda campaign was 
staged by the public ownership promot- 


ers. Literature was brought into town 
by the truck load—radio was utilized— 
speakers stumped the precincts. Result : 
Government-public ownership was de- 
feated by an overwhelming margin. 

And so it goes throughout the na- 
tion. Government - public ownership 
proposals have been defeated recently 
at El Paso and Port Arthur, Texas; 
Madison, Wisconsin; Reedsport, Ore- 
gon; Palatka, Florida; Fort Wayne, 
Indiana. They won no notable success 
anywhere in the last year. In the recent 
past, the wildest rabbit that was ever 
jerked out of the public power promo- 
tion hat, the $175,000,000 Hood River, 
Oregon, PUD revenue bond issue, suf- 
fered a withering blast from the rural 
residents of that county. 

Talk about a trend! Even some of 
the PUD’s already set up in Washing- 
ton are losing heart. Last October, the 
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Klickitat County Public Utility Dis. 
trict failed to appear in court in support 
of its condemnation suit against the 
Pacific Power & Light Company and 
Federal Judge Schwellenbach dis- 
missed the suit. In November, the PUD 
officials of Thurston, Lewis, and Cow- 
litz counties abandoned attempts to ac- 
quire the properties of thr Puget Sound 
Power & Light Company by piecemeal 
condemnation. But the boys never quit 
the offensive, even though it borders on 
the comical. Some of the PUD’s in 
Washington, balked in their attempts 
to buy utility properties at their own 
prices, are now offering prices far be- 
low court awards with the threat that 
if the utilities do not accept they will 
build competing systems. 


C Bag latest blow to government-pub- 
lic ownership, indirectly men- 
tioned several times above, came with 
the defeat of Referendum 25 in the No- 
vember election in the state of Wash- 
ington. Conceived to create a super- 
duper PUD, a public ownership power 
trust, in the state of Washington and 
to obviate the necessity for further at- 
tempts to create PUD’s by counties, 
this measure got the complete treat- 
ment from the public ownership propa- 
gandists. They were financed by a fund 
voted by the existing PUD’s, many of 
which are not in actual operation and 
used moneys from tax levies to help 
put over the Referendum 25 drive. 

A recent report of the Bonneville 
Administration showed that only 3.6 
per cent of its output went to public 
ownership distribution agencies, in- 
cluding the city-owned systems of 
Seattle and Tacoma. It would seem 
that if this is any trend at all, it is the 
government-public ownership boys 
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manning the pumps to keep their boat 
afloat. 

Government-public ownership sur- 
veys by disinterested agencies confirm 
the fact that the “public ownership 
trend” in Washington state and else- 
where is a myth. Business in general 
and the business-managed utilities in 
particular ought to adopt the famous 
motto of Stonewall Jackson, ‘Never 
take counsel of your fears,” and give 
the public ownership boys a prompt and 
thorough reception whenever they ask 
for attention. 


| geen here has been made to 
what business-managed compa- 
nies in Washington have been able to 
accomplish by ‘honest, forthright effort. 
But the battle is not won even in Wash- 
ington state by any means. The govern- 


ment-public ownership movement will 
go on there. Indeed, the heavy war- 
propped investment of the Federal 
government is going to be more in need 
than ever of political assistance when 
the shooting stops. It will naturally 
look to the government-public owner- 
ship movement to bail it out financially. 

What has been done in Washington 
state can be done elsewhere. But it is 
important to remember that propa- 
ganda is a tough game, requiring ex- 
pert technique. It is a continuous game 
and it is not cheap as long as the other 
side is well heeled with plentiful re- 
sources. 

It is a critical game for private 
enterprise because government-public 
ownership plays for keeps. It can lose 
and lose again. Private enterprise only 
has to lose once. 





Profits and Wages 


Britisu educator from Oxford, L. P. Jacks, asks why 

the profit motive should be treated differently from 
the wage motive, in the exhortations of social reformers. If 
private profits are antisocial, because private and not communal, 
are high wages less antisocial or less private? Why condemn 
one and praise the other? 


T9 


“If an investor, in risking his savings, tries to increase his 
profits from 4 per cent to 5 per cent, how is this different from 
a workman who tries to increase his wages from $40 to $50 a 
week? Each has the same motive and aim. 


“The wage earner should remember that when government 
takes over business, the worker is no longer free to charge all 
the traffic will bear. He takes what government gives him. If 
you doubt this, just look at the condition of citizens and work- 
men in countries where state socialism became supreme. Gov- 
ernment does not take over industry and leave the workman 
bie : It’s time for workers in the United States to think about 
this. 


—EDITORIAL STATEMENT, 
Industrial News Review. 
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Increasing the Life Span of 
Invested Capital 


Reliable data together with trained talent for their 
interpretation now available to managers of busi- 
ness enterprises cannot, in the opinion of the author, 
help but result in greater security for the investor. 


By ERNEST R. ABRAMS 


tors of medicine have essential- 
ly the same objective. Both are 
concerned with the prolongation of life 
—one of invested capital and the other 
of humanity. And both must suffer the 
pangs of defeat if they fix immortality 
as their goal. Both are attempting to 
preserve something which, over the 
long term, inevitably perishes. 
In “Problems of Ageing,” Dr. Louis 
J. Dublin of the Metropolitan Life In- 
surance Company outlined the exist- 
ing limitations of the medical profes- 
sion in these terms: 


The “life span,” properly conceived, is the 
limit beyond which human life does not ex- 
tend even in the most favorable conditions. 
. .. There is no evidence of some definite 
age at which all human life must necessarily 
cease, (but we are) led to the conclusion that 
the century mark is, for all practical pur- 
poses, the limit of the human life span. 


Unfortunately, even so vague an 
estimate of the practical life span of 
invested capital is impossible today, al- 
though all concerned with its conserva- 
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tion will recognize that death eventual- 
ly comes for it. 

This may be a blessing in disguise. 
More than thirteen years ago, in dis- 
cussing the pitfalls of investment, the 
late Frank Vanderlip said that if the 
Medici family of Florentine bankers, 
which ruled Tuscany in the 16th cen- 
tury and was probably the wealthiest 
of its time, had laid away $400,000 at 
4 per cent and had permitted it to com- 
pound, its worth at the close of 1932 
would have exceeded that of all the 
gold in the world. So he suggested that 
the death of capital was, in one respect, 
a public benefit—that it kept the vol- 
ume of accumulated savings from as- 
suming unmanageable proportions and 
in tune with an ability to use it wisely. 

That capital should constantly be de- 
stroyed in a country with the tremen- 
dous resources and growth potentiali- 
ties of the U. S. should not be surpris- 
ing. As the late Dr. David Friday re- 
marked a decade ago, change is the 
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only permanent condition of life, and 
changes occur with much more fre- 
quency, rapidity, and intensity in a 
growing and partially developed coun- 
try than in one with a more mature 
economy and with more nearly ex- 
hausted natural resources. 


K thes impact of change upon in- 
vested capital has been evident 
throughout our entire national history. 
A century and a half ago, turnpikes 
and post roads provided a field for 
profitable investment, but when man- 
made waterways appeared in number, 
much of their traffic was lost to this 
new type of carrier. Close to a cen- 
tury ago, the interlacing of the indus- 
trial East with steam railroads, and 
their extension to the Middle West, 
brought slow but inevitable loss to in- 
vestors in canals. In more recent years 
the development of cheap and efficient 
passenger cars, good roads, and long- 
distance trucking has cut deeply into 
railroad earnings, and the future of air 
transport holds promise of further ad- 
versities to investors in rail equities. 
Nor has the timing of the impact of 
change followed a fixed schedule or an 
identical pattern. Although investment 
in American turnpikes proved profit- 
able for less than a third of a century, 
ferries operating between Manhattan 
and Brooklyn, and between Manhattan 
and New Jersey, enjoyed substantial 
earnings for more than 100 years. Not 
until the first subway tunnel between 
Manhattan and Brooklyn was opened 
in January, 1908, and the first Hudson 
& Manhattan tube between Manhattan 
and New Jersey was placed in opera- 
tion a month later, did they begin to 
slip. And it was not until the Holland 
vehicular tunnel was opened in No- 
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vember, 1927, that the North river 
ferries turned really sour. 


B"” perhaps the prize instance of 
rapidity of the impact of change 
on an enterprise was that experienced 
by a British company which, having 
paid dividends for 129 consecutive 
years, failed within twelve months of 
its last dividend payment. The concern 
made hairpins; adequate reserves had 
not been accumulated, and when the 
gals bobbed their hair during World 
War I the business went “up the 
spout.” 

Evidence that American enterprise is 
constantly faced with vicissitudes may 
be found in the Dun & Bradstreet re- 
ports of business failures, and in the 
analyses of their data by the U. S. De- 
partment of Commerce and the Na- 
tional Industrial Conference Board. 
From these sources it appears that over 
the forty-four years ended with 1943, 
there was an average of 1,805,600 
business enterprises active in the coun- 
try each year. Of these an average of 
372,400 concerns, or 20.7 per cent of 
the total, withdrew from active busi- 
ness annually for one reason or an- 
other, of which 4.4 per cent were the di- 
rect result of failures. Nor were all of 
them small businesses. The manufac- 
ture of automobiles has always called 
for the employment of substantial 
blocks of capital, yet, during this 44- 
year period, more than 50.automobile 
manufacturing concerns have disap- 
peared from the rolls of active business 
or their corporate identities have been 
lost. 


. I ‘HE causes of change are practical- 
ly limitless. Inventions, new tech- 
niques, population growth and shifts, 
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merchandising innovations, shifts in 
the fickle climate of public wants and 
opinion, all have taken their toll of 
capital invested in long-established en- 
terprises. Despite hostile legislation the 
spread of chain stores throughout the 
land, due to public acceptance of this 
economical method of retailing, has 
substantially reduced the number of in- 
dependent units in numerous retail 
fields. The economies that can be 
achieved only through large-scale op- 
erations in such fields as the produc- 
tion of steel, copper, railway equip- 
ment, and heavy electrical equipment 
have forced the withdrawal of small 
independent manufacturers or their 
merging into larger enterprises. 

The development of new devices, 
moreover, tends to destroy the demand 
for many of the old. No better illus- 
tration can be cited than the impact of 
the automobile on the horse-drawn ve- 
hicle. Solomon Fabricant states in his 
“Outputs of Manufacturing Indus- 
tries” that the sale of buggies, car- 
riages, and surries in the United States 
dropped from $55,800,000 in 1904 to 
a mere $110,000 in 1937—a decline of 
more than 99.8 per cent in a third of a 
century. 


— if total loss of invested capi- 
tal does not result, the effect of 
the impact of change generally is the 
partial loss of investment, owing to the 
necessity of drastic alterations in capi- 


tal structures. The history of Ameri- 
can railroads has been one of repeated 
revision of capitalizations—sometimes 
voluntary, but more often compulsory 
—to bring them into line with current 
and prospective earning power. In the 
days before public regulation, when 
rates were dictated largely by what the 
traffic would bear, top-hcavy debts and 
ill-conceived capital structures were 
not always troublesome. But when 
state and Federal commissions began 
pressing for lower rates, the elimina- 
tion of rebates and similar questionable 
practices, and the introduction of more 
truly competitive conditions, lean years 
tended to bring on defaults and bank- 
ruptcy, which few rail systems in the 
country have avoided at some time dur- 
ing their corporate lives. 

And although their operating sub- 
sidiaries were not so extravagantly fi- 
nanced, which makes them somewhat 
dissimilar to railroads, the stock mar- 
ket collapse of 1929 and the ensuing 
business depression forced the scaling 
down of the capital structures of nu- 
merous overextended public utility 
holding companies, even before Au- 
gust, 1935. After the Public Utility 
Act became law, of course, the SEC 
greatly accelerated holding company 
reorganization and dismemberment. 
That, however, is something else. 


B” the revision of capital struc- 
tures and the scaling down of 


e 


TABLE I 
(Thousands of Dollars) 


August 
1929 


Preferred Stocks 
Common Stocks 
All Stocks 
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$ 8,115,678 
81,552,599 
89,668,277 
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Decline 
In % 


Decline 
In $ 
665,414 
35,925,376 
90,790 


August 
1944 
$ 7,450,264 
45,627,223 
53,077,487 36,5 





INCREASING THE LIFE SPAN OF INVESTED CAPITAL 


equities has not, per se, been the cause 
of loss to investors, although they have 
had the effect of depriving equity hold- 
ers of an opportunity to recoup losses 
from future profits. By far the major 
portion of the losses sustained in the 
reshaping and downward revision of 
capital structures has resulted from 
the impact of change in advance of re- 
organization and usually was indi- 
cated by depressed market values of the 
securities about to be shaved. All that 
putting these top-heavy enterprises 
through the cleaners did was to give 
legal and accounting recognition to a 
fait accompli. 

The total death of invested capital 
would, however, be a long and weary 
process were complete failures of en- 
terprises its only cause of demise. Far 
more capital in the sense of individual 
wealth is destroyed during each com- 
plete economic cycle through loss in 
market value than there is through 
bankruptcy. Some idea of the extent of 
these losses may be gained from Table 
I, which shows the comparative market 
worth of all stocks traded on the New 
York Stock Exchange on the last busi- 
ness days of August of 1929 and 1944. 


N” all of the stocks listed on the 
Big Board at the close of Au- 
gust, 1929, were listed or even in exist- 
ence fifteen years later. Auburn Auto- 
mobile, which sold at 500, and Stand- 
ard Gas & Electric common, which sold 
at 1634, on the last business day of Au- 
gust, 1929, had been stricken from the 
list and were “wallpaper” fifteen years 
later. On the other hand, the common 
shares of Abbott Laboratories, Ameri- 
can Viscose, Douglas Aircraft, Schen- 
ley Distillers, and many others, which 
sold on the New York Stock Exchange 
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on August 31, 1944, were not listed 
fifteen years earlier. Nor were August 
31, 1944, prices the lowest for the 15- 
year period. Industrials as a group 
touched bottom in June, 1932, less than 
three years after registering their all- 
time high, while utility holding compa- 
nies saw their equities reach their low- 
est point in March, 1935, when the 
Wheeler-Rayburn Bill, which eventual- 
ly became the Public Utility Act of 
1935, first was under scrutiny of the - 
Congress. 

A more intimate view of the decline 
in market values of listed stocks over 
the 15-year period may be gained from 
Table II, which shows the actual sales 
of the common shares of 55 compa- 
nies on the last business days of Au- 
gust, 1929, and 1944. The values pre- 
sented assume the purchase of one 
share each of the 55 issues. 


ee equities, it will be noted, 
fared best of the four groups, their 
more satisfactory performance being 
due primarily to the fact that they evi- 
dence partnership interests in nonregu- 
lated enterprises which have benefited 
substantially, despite ceiling prices, re- 
negotiation of contracts, and heavy 
taxation, from the production of war 
goods. To a lesser-extent, railroads too 
have shown an increase in earnings 
during war years, because of sharply 
expanded traffic. But despite the vastly 
increased demands made upon them by 
war industries, electric and gas utili- 
ties have been harmed, rather than 
benefited, by the war effort, since most 
of their increased demand has come 
from large power consumers at the 
lowest rates while fuel, labor, material, 
and tax costs have been mounting. 
Even so, under the tremendous pres- 
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The Impact of Change upon Invested Capital 


wet Her impact of change upon invested capital has been evident 
throughout our entire national history. A century and a half ago, 
turnpikes and post roads provided a field for profitable investment, but 
when man-made waterways appeared in number, much of their traffic 
was lost to this new type of carrier. Close to a century ago, the interlacing 
of the industrial East with steam railroads, and their extension to the 
Middle West, brought slow but inevitable loss to investors in canals.” 





sure of an unprecedented volume of un- 
employed capital seeking hire, the mar- 
ket prices of all stocks are substantially 
above the level of immediate prewar 
years. 

Except that market prices tend, in 
part, to reflect the investing public’s 
appraisal of their efforts, corporate 
managements have no more than an 
academic interest in them, nor do they 
attempt, except through a more effi- 
cient performance of their obligations 
to security holders, to influence them. 
Furthermore, while they naturally have 
their own ideas of the worth of the 
shares of corporations they manage, 
corporate executives refrain from ex- 
pressing opinions as to market prices. 
They leave this office to stock brokers, 
their customers’ men, and analysts. 


_ medical profession, as every- 
body knows, has made great 
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strides during the past three-quarters 
of a century in the prevention and cure 
of many diseases which once took an 
appalling toll in human lives. As a re- 
sult the human life span has been in- 
creased by more than 50 per cent in the 
period. When the Metropolitan Life 
Insurance Company was organized in 
March, 1868, the annual death rate in 
many American cities exceeded 30 per 
1,000 persons. In that year the death 
rate in New York city was 28 per 
1,000, but in some wards it reached 40, 
and was even higher in individual 
blocks. Conversely, the average life 
span in 1868 was only about 40 years, 
compared with 64 years in 1943. But 
among wage earners conditions were 
much worse. Based on Metropolitan’s 
experience among industrial policy 
holders—the wage-earning class—the 
expectation of life in 1879 was but 34 
years. 
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Then came a series of remarkable 
discoveries. Pasteur’s germ theory was 
established in the 1870’s, and was 
quickly followed by identification of 
the causes of such destructive diseases 


I as tuberculosis, typhoid fever, diph- 


theria, and pneumonia. A little later 
the significant role of insects in the 
spread of disease was uncovered, while 
Lister’s antiseptic methods made pos- 
sible rapid strides in modern surgery. 
As a result, according to Metropoli- 
tan’s experience among industrial pol- 
icy holders, the death rate from all 
causes among this type of risks, with 
ages ranging from 1 to 74 years, was 
134 per 1,000 in 1911, and it had 
dropped to only 6.1 per 1,000 by 1942, 
or substantially less than half the for- 
mer figure. In terms of longevity the 
average length of life of these low- 
paid workers increased from 34 years 
in 1879 to 46.6 years in 1920, to 57.4 
years in 1930, and to 64.1 years in 
1942. 


F  aicanipiy not susceptible of such 
precise identification, rapid 
strides have also been made during the 
same period in extending the life span 
of invested capital. For while the first 
school of business in the United States, 
as differentiated from the first “busi- 
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ness college,” was founded at George- 
town University in 1789, just twenty- 
four years after establishment of the 
first American school of medicine at 
the University of Pennsylvania, and 
was followed by similar schools at the 
universities of Vermont in 1791, Ten- 
nessee in 1794, Maryland in 1807, and 
New York in 1831, the curriculum of- 
fered by each was exceedingly meager 
by present standards. This was due in 
large part to the lack of adequate and 
trustworthy data upon which to base 
conclusions. 

The first statistical service to be es- 
tablished in the country was Poor’s 
Publishing Company, which brought 
out “Poor’s Manual of Railways & 
Canals” in 1860, and although publica- 
tion was suspended during Civil War 
years, it was resumed with the close 
of hostilities and appeared as an an- 
nual issue until 1941, when it was sold 
to Moody’s Investors Service and was 
merged with Moody’s “Manual of Rail- 
roads” Standard Statistics Company 
was not formed until 1907 and 
Moody’s Investors Service until 1909. 


Aen from the purely statistical and 
advisory services, the National 
Association of Manufacturers was or- 
ganized in 1895 to provide, among 


TABLE II 


IO Va teat (RMUSORES cb eo oscieciuwscseceweues 
10 Utility Holding Companies ............... 
5 Operating Electric and Gas Utilities ....... 
30 Blue Chip Industrials* ...........ceeeeeees 


Total—55 Common Stocks ...........66. 








August August % 

1929 1944 Decline 
saa $1,816.50 $ 325.125 82.1 
eae 1,411.25 248.375 82.4 
aah 1,094.00 144.125 86.9 
sieies 5,413.875 1,691.25 68.8 
ave $9,735.625 $2,408.875 75.3 


*Of the 30 industrials, 29 registered declines in the 15-year period while U. S. Rubber 
common increased $5.25 or 11 per cent in market value. 
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other things, statistical data on the 
broad field of manufacturing; the 
United States Chamber of Commerce 
was formed in 1912, in part to provide 
an exchange of information among all 
types of private enterprise ; and the Na- 
tional Industrial Conference Board 
was established in 1916, not only to 
assemble vital statistics in the fields of 
business and economics but to interpret 
them. In addition, individual industries 
have formed trade associations or bu- 
reaus of a statistical or fact-finding na- 
ture over the past three decades to serve 
their special interests. 

But private enterprise has not been 
alone in seeking out and making avail- 
able in understandable form the basic 
data on which business judgments must 
be made. The Department of Com- 
merce and Labor, created by Congress 
in 1903, immediately concerned itself 
with the collection and dissemination 
of data on business conditions, a serv- 
ice which has been vastly expanded 
since Commerce and Labor have been 
established as separate departments, 
and especially during the past score of 
years. The Interstate Commerce Com- 
mission, organized in 1887, has to an 
ever-increasing extent made public the 
vital statistics it gathers from all types 
of carriers. The Federal Power Com- 
mission, following expansion of its au- 
thority in 1930, has been assembling 
data on electric and gas utilities. And 
since the creation of the Securities and 
Exchange Commission in 1934, that 
agency has been publishing, or has 
available for examination, a wealth of 
data on practically every type and phase 
of private enterprise. 


oe of this torrent of reliable 
data gushing from public and pri- 
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vate agencies, the schools of business 
now established at practically every siz- 
able college and university in the land 
have at hand the necessary clinical ma- 
terial on which to base a science of 
business, and all varieties of private en- 
terprise have been quick to appreciate 
the value of this kind of specialized 
education for the young men of Amer- 
ica. In ever-increasing number, they 
have taken these trained men into their 
organizations and advanced them to 
positions of responsibility as fast as 
practical experience has tempered the 
theory gained in academic halls. Many 
of our older businessmen, who came 
up through the school of hard knocks, 
were rather contemptuous of the 
“book larnin’” provided graduates of 
schools of business in the old days. But 
the business depression has taught 
them that maybe there’s something to 
this economics stuff after all. 

Today, as never before, corporate 
managements have at their command 
detailed and reliable data on every sec- 
tor of the economy of not only Amer- 
ica but the world, and they have at their 
call talent trained in the art of inter- 
preting these data. More important, 
there has been an awakening of the 
business community to the need of this 
information and to its application to 
specific problems. And, perhaps most 
important, the problems already pro- 
posed by the war effort have forced 
businessmen to think of themselves as 
partners in the American enterprise 
system, and not as participants in a 
battle royal in which the last man on 
his feet walks off with the dough. This 
favorable combination of conditions 
cannot help but result in greater secu- 
rity to the investor, and in extension of 
the life span of invested capital. 
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The Rural Phone Line 


Many little exchanges in need of financial aid, which 
the author believes could be loaned by the govern- 
ment without loss and with great public benefit. 


By B. RICHARDSON 
TELEPHONE ENGINEER, OKLAHOMA CORPORATION COMMISSION 


to prepare and present before a 
group of public utility commission 
engineers a paper dealing with the 
problem of rural telephone service. At 
that time the problem was more or less 
a local one; that is, various small ex- 
changes were finding it difficult to con- 
tinue operation in face of increasing 
expenses and decreasing revenue be- 
cause of loss of subscribers, mostly 
rural, owing to various causes, the 
principal of which was poor transmis- 
sion and electrical inductance. Since 
that time the problem seems to have 
become a national one. Certain Sena- 
tors and Congressmen have been seek- 
ing an answer that will permit the small 
exchanges not only to continue, but 
much needed service to be extended to 
the rural communities. 
The general trend of the discussions 
of the telephone people seems to be that 
the answer is increased rates; and that 


[’ was my privilege some months ago 
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the larger telephone companies and the 
manufacturers should interest them- 
selves in the financial problem. My ex- 
perience indicates that increased rates 
are not the answer entirely, but that rea- 
sonable rates, plus a rural saturation, 
are. There are small towns which can- 
not pay a rate sufficient to warrant the 
continuance of business by the utili- 
ties, towns which do not have enough 
potential business, even with increased 
rates, to do so. The only solution, 
therefore, for the smaller community is 
an adequate rural saturation plus, to- 
gether with fair and reasonable rates. 

Securing reasonable rates is a mat- 
ter easily adjusted with any fair- 
minded public service commission and 
the public; but financing is another 
matter. The ideal method for this 
would seem to be for the larger utili- 
ties and manufacturers to form a fi- 
nancing corporation. I can see several 
difficulties, however, in respect to that: 
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first, the necessary long-time loan; 
second, the rate of interest of the pri- 
vate corporation, together with over- 
head expense, would probably render 
an amortization plan unworkable; and, 
third, a number of the small utility 
owners availing themselves of the loan 
feature would not spend the money as 
directed, and would be negligent in re- 
payment because of their belief that 
the larger companies and the manufac- 
turers who assisted them should shoul- 
der the burden, and give them their 
own time and pleasure in the repay- 
ment. If this be true, it would seem that 
some other answer should be found. 


X& yet I have not heard of any work- 

able plan being presented by the 
telephone people. I am opposed to any 
government subsidy, or plan, that 
would lead to government operation 
and ownership. However, I do believe 
that the plan as offered in Senator 
Hill’s bill (S 72) will, with minor 
changes and certain safeguards, prove 
workable, and will provide a complete 
rural saturation on a basis that will en- 
able the utility to meet, and at the same 
time furnish, rural service at a reason- 
able cost. 

The Southwestern Bell Telephone 
Company and several rather sizable 
holding companies own and operate, 
in Oklahoma, all the exchanges in the 
larger towns, and a large percentage 
of those in the medium-sized towns. 
These concerns do, and will, adequate- 
ly meet any rural demands. There are 
approximately 250 other exchanges 
owned and operated by individuals and 
small stock companies or codperatives. 
Some of these 250. exchanges are 
amply able to care for their own finan- 
cial troubles; however, the great ma- 
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jority are now operating plants that 
are much deteriorated. In some in- 
stances, equipment and pole facilities 
are in such shape that much money will 
be necessary to restore them to service- 
able condition. Money will also be re- 
quired for extensions and to care for 
offered and potential business after the 
present emergency, when manu factur- 
ers are able to supply necessary ma- 
terials. The owners of many of these 
exchanges are financially unable to 
carry on any program in line with the 
above; nor will they be able to borrow 
funds for any construction purpose in 
line with expanded and satisfactory 
telephone service. 


N Oklahoma we have studied the fi- 
nancial needs of the business and 
find that the small telephone utility can 
rarely borrow any sum on the plant. 
We have numerous communities that 
need service. We have a great number 
of persons who have all their invest- 
ment tied up in the nucleus of a central 
exchange, but with insufficient business 
and revenues to operate on a basis as- 
suring a reasonable living and income 
on the investment. 

Commencing with the depression, 
first felt by the telephone people about 
the year 1932 or 1933, Oklahoma lost 
about 16,000 rural customers, all of 
whom are potential subscribers. We 
naturally thought this loss was primar- 
ily owing to the fact that these rural 
customers could no longer afford the 
service; but after a careful study and 
research we have come to the conclu- 
sion that a rural resident gives up his 
telephone usually, not because of in- 
ability to pay for it but because of poor 
transmission, poor service, electrical 
inductive noises, or because the utility 
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carrics the account on an annual or 
semiannual basis. The rural resident 
will not give up his telephone if the 
transmission and service are satisfac- 
tory. 

The exchange that can and will 
give good service to its rural patrons 
will not only hold its present subscrib- 
ers, but will add all other homesteads 
within reach. However, the individual- 
ly owned utility is unable to finance this 
himself or borrow money to do it. 

It is my opinion that the government 
should form an administrative agency 
for the purpose of loaning the tele- 
phone company or utility money for 
the purpose of building, rebuilding, or 
rehabilitating, as the case may be, rural 
lines connected with the exchange, with 
a proviso for amortization over a pe- 
riod of twenty-five years through a 
monthly surcharge to the customer, in 
addition to his regular exchange serv- 
ice rate. I have selected twenty-five 
years rather than the thirty-five years 
suggested by Senator Hill for the rea- 
son that twenty-five years is about the 
reasonable serviceable life span of the 
facilities to be purchased with the loan 
money. 


I BELIEVE if the utilities can secure 
sufficient money to build and ex- 
tend rural lines that they will be able 
to care for the town part and the cen- 
tral office part of the service out of 
their present funds and revenues, In 
Oklahoma each operating utility is 
serving approximately 600 quarter sec- 
tions of land. I am informed by our 
Farmers’ Union organization that the 
ordinary country town draws trade 
from, and caters to, approximately 400 
farm units so that there should be 
about 200 substantial farm homes as 
potential subscribers. If the utility 
serving this community were able to 
extend satisfactory lines in each direc- 
tion from its office to the territory of 
these farms it should be able to install 
not less than 100 telephones. If and 
when it proves its service a much larger 
percentage can be counted on. If this 
be true, the 100 telephones in the coun- 
try should support from 75 to 100 in 
town; that is, if the utility which now 
has from 50 to 75 subscribers, prob- 
ably operating at a financial sacrifice, 
could secure financial aid to extend its 
lines to all potential subscribers, the 
exchange would be taken from the 
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rather sizable holding companies own and operate, in Okla- 


q “THE Southwestern Bell Telephone Company and several 


homa, all the exchanges in the larger towns, and a large per- 
centage of those in the medium-sized towns. These concerns 
do, and will, adequately meet any rural demands. There are 
approximately 250 other exchanges owned and operated by 
individuals and small stock companies or codperatives. Some 
of these 250 exchanges are amply able to care for their own 
financial troubles; however, the great majority are now op- 
erating plants that are much deteriorated. In some instances, 
equipment and pole facilities are in such shape that much 
money will be necessary to restore them to serviceable con- 


dition.” 
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liability column and considered defi- 
nitely an asset. It would be operating 
with sufficient revenue to be one of the 
most lucrative businesses in town. At 
the same time this would build up that 
particular town and make its telephone 
service worth while. It would also pro- 
vide an added incentive for the younger 
folks to stay at home rather than mi- 
grate to the larger cities. I might say 
in passing that I am an advocate of 
stressing the social feature of the tele- 
phone, for if young people can have 
good and satisfactory telephone serv- 
ice, they will be more content with farm 
life. 


W: are, after a rather extensive 
study, of the opinion there are in 
excess of 25,000 farm and ranch homes 
in Oklahoma now without telephone 
service that could be contracted with 
at once if the service should become 
available, and others that would even- 
tually follow their neighbors, if good 
service is found to be the rule instead 
of the exception. The above potential 
subscribers are scattered all over the 
state. Some are now in line for service 
from near-by exchanges with sufficient 
funds to make any required extension, 
but the majority will not be able to se- 
cure service until some form of financ- 
ing is made available. If funds are pro- 
vided by some governmental agency 
the paramount purpose should be to as- 
sure service to the rural subscriber— 
not the purchase of existing properties, 
or unrestricted financing. 

Some statements have been made of 
late that funds are available from pres- 
ent governmental agencies under regu- 
lar loan agreements, and that perhaps 
more will be in sight owing to the pres- 
ent discussion of the matter. I do not 
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believe that money should be loaned by 
the public to finance telephone prop- 
erty unless it be required to be spent 
specifically for rural extensions newly 
constructed throughout. I say this be- 
cause if the money is advanced to the 
ordinary telephone company without 
restrictions, even for extensions, it 
will, in all honesty and in careful judg- 
ment from its economic standpoint, 
be used as follows: First, existing pole 
lines designed for a small load will im- 
mediately be overloaded with the wire 
necessary to metalize; second, the ex- 
isting ground return wire will be used, 
with the addition of a new wire, to 
complete a metallic circuit. This circuit 
will perhaps work fairly well for a 
time, but will very shortly become 
noisy because of unbalanced conditions. 


AY new work financed as contem- 
plated should be required to fol- 
low a definite standard of construction. 
This standard should be carefully con- 
sidered and worked out by practical 
telephone men with long experience, 
and known to have two objectives in 
their past work: first, construction of 
good reliable lines that can reasonably 
be expected to give service under any 
conditions encountered; and, second, 
the most economical construction that 
at the same time will serve the purpose 
of the first requirement. Too high a 
standard will result in failure because 
of cost, and too low a standard will fail 
because of poor service and short serv- 
ice life. : 

In addition to unrestricted loans 
many suggestions have been made as 
to the feasibility of isolated automatic 
units, micro-wave, carrier systems, etc., 
all of which will probably eventually 
be in common use. However, because 
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Rehabilitation of Rural Telephone Service 


os HERE is a great need for the rehabilitation of present rural tele- 

phone service, and a greater need for extensions of this service un- 
til saturation has been reached. The present rural mail service 1s ade- 
quately serving the rural resident. The present consolidated school system 
with its gathering bus system is bringing city schooling to the most remote 
country child. The REA is now in the course of furnishing electric serv- 
ice. This leaves only a satisfactory telephone service necessary to make 

country life really enjoyable and worth while.” 





of their more or less experimental use, 
and of the necessity of trained techni- 
cal maintenance men, I am of the opin- 
ion the only practical line that should 
be considered now—the time when 
rural extensions may be made—is the 
old reliable metallic line served with 
common battery or dial service where 
possible, and with the standard mag- 
neto instrument in all other places. This 
line can be maintained by relatively in- 
experienced men, will give service in 
extreme weather conditions, and will 
not go out when some transformer or 
power switch has been blown. I might 
state in passing that under the same 
line and maintenance conditions the 
magneto local battery service is the best 
telephone service yet placed in common 
use. 
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ea such an agency as I suggest 
become a reality, its authority 
should embrace codrdination and codp- 
eration with the state public service 
commissions, and, as far as possible, 
with the state telephone associations ; 
and the agency should extend assist- 
ance only where there would be no du- 
plication of facilities. 

Normally, when thinking about aid- 
ing small telephone utilities, we assume 
that the program would come under the 
supervision of the Federal Communi- 
cations Commission or the Rural Elec- 
trification Administration. From my 
years of experience in Oklahoma, how- 
ever, I would suggest that a separate 
agency be organized for this purpose. 
It would not have to be large. As a 
matter of fact, the financial margin is 
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so slight, based upon present rates and 
ability of the patron to pay, that ad- 
ministration by any existing organiza- 
tion is out of the question. The usual 
more or less extravagant setup would 
create a per capita overhead that would 
make any service prohibitive, even 
though standards were lowered per- 
taining to the class of construction in 
question. Any successful administra- 
tive authority will necessarily be in the 
hands of hard-headed, economical, and 
practical construction men who have 
proven their ability in administrative 
places. So they should be permitted to 
deviate from established standards 
sufficiently to allow a class of construc- 
tion reasonably to satisfy existing de- 
mands. 


he sum up. There is a great need for 
the rehabilitation of present rural 
telephone service, and a greater need 
for extensions of this service until 
saturation has been reached. The pres- 
ent rural mail service is adequately 
serving the rural resident. The present 
consolidated school system with its 
gathering bus system is bringing city 
schooling to the most remote country 
child. 

The REA is now in the course 
of furnishing electric service. This 
leaves only a satisfactory telephone 


service necessary to make country life 
really enjoyable and worth while. If 
we could just erase all rural telephone 
service and start from scratch, as the 
REA has done—with some few ex- 
ceptions—the problem would be much 
simplified ; but we have multiplied sys- 
tems and multiplied ownerships to con- 
sider, in the hands of nien who have 
done their best to furnish rural service, 
but who have seen their investment go 
by the deterioration route, simply be- 
cause they did not earn enough upon 
which to live and properly maintain 
their plants. These men should have 
some aid. There is no help available 
from any private source. This I know 
because I have investigated every prob- 
able phase of the question. I seriously 
doubt whether any existing adminis- 
trative agency will loan on any ordinary 
plant however urgent and acute the 
need of financing. 

I do not suggest that any money be 
given or sufficient money advanced to 
justify the utility owner in relinquish- 
ing his plant to the government. All I 
suggest is that sufficient money be ad- 
vanced, earmarked for a specific pur- 
pose, and made repayable over a rea- 
sonable term at a low rate of interest. 
This will enable the owner to furnish 
a good grade of service to an extended 
area, make a living, and repay the loan. 





Alligator Oil—It’s No Gag, Either! 


VW su Uncle Sam’s motorists are squeezing every drop of gaso- 


line out of their ration books, 


Brazilians are discovering their 


own “gushers” in the jungle-snarled regions of the Amazon, a National 
Geographical Society bulletin reported sometime ago. 

Oil, rendered from the liver, intestines, and fatty tissue under the hides 
of alligators, or their South American cousins, caymans, is the newest 


motor miracle of Brazil. 


Mixed with other motor fuel, “alligator gallons” pinch hit for straight 
gasoline to keep taxis, busses, and private cars purring along high- 
ways. As a lubricant the oil ts used in precision machinery. Electric 
power plants also dip into the new source for their oil needs. 
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Government Utility 
Happenings 


O* May 14th the Senate passed the 
Lucas Bill (S 89) to increase the 
lending authority of the Rural Electrifi- 
cation Administration for the fiscal years 
of 1945 through 1948. In the process, the 
Senate also approved, without a record 
vote, the inclusion of the so-called Ship- 
stead amendment to restore the inde- 
pendence of REA by taking it out of the 
control of the Agriculture Department. 
The fact that no fight materialized on the 
floor of the Senate against the Shipstead 
amendment was taken to indicate that 
President Truman had no particular ob- 
jection to the legislation, although there 
was considerable speculation that his 
predecessor might even have vetoed the 
Lucas Bill if it had come before him with 
the Shipstead amendment attached. 

After passage by the Senate, the Lucas 
Bill went to the House where it was im- 
mediately referred to the Committee on 
Interstate and Foreign Commerce. 
Washington observers were inclined to 
believe that the House body would fol- 
low one of two courses: (1) More likely, 
it would approve the bill substantially in 
the form passed by the Senate; (2) it 
might amend it so as to place REA under 
the Reconstruction Finance Corporation. 
In either event, REA would pass from 
Agriculture and have more liberty of ac- 
tion, since it was not believed that the 
Senate would yield to House amend- 
ments placing REA under top control of 
RFC, unless some protective provisions 
were included which would insure REA 
of independence on matters of policy. 

It was considered very unlikely, how- 
ever, that the pending legislation would 
fail as the result of any indissolluble con- 
flict between the two chambers of Con- 
gress. As it passed the Senate, the Lucas 


755 


Bill authorizes REA appropriations for 
making loans totaling $520,000,000, ac- 
cording to the following scheme: $35,- 
000,000 for the fiscal year 1945; $70,- 
000,000 for the fiscal year 1946; $200,- 
000,000 for the fiscal year 1947; and 
$200,000,000 for the fiscal year 1948. An 
additional $5,000,000 would be author- 
ized annually for the years 1946, 1947, 
and 1948 for administrative and plan- 
ning purposes. 


CTION of President Truman on May 
23rd in naming Secretary of Agri- 
culture Wickard to head the REA ad- 
mittedly complicated the possibilities 
with respect to the Lucas Bill. On the 
Senate side, there was some speculation 
that the Agriculture Committee, which 
had voted heavily in favor of the Ship- 
stead amendment to divorce REA, 
might not approve without question the 
President’s new choice of an REA Ad- 
ministrator. This same Agriculture 
Committee was scheduled to pass on Mr. 
Wickard’s nomination to REA. It was 
because of the alleged unsatisfactory 
state of affairs developed within REA 
while it was under control of the Agri- 
culture Department, headed by Mr. 
Wickard, that the committee endorsed 
the Shipstead amendment to the Lucas 
Bill and the Senate approved it. 

On the House side, however, Speaker 
Rayburn on May 24th indicated that he 
did not believe the House would accept 
the Lucas Bill with the Shipstead amend- 
ment in the form approved by the Senate. 
If this proves to be true, it may precipi- 
tate a conference fight between the two 
chambers. There were rumors, also, that 
a new bill greatly increasing REA’s lend- 
ing power for the year 1946 beyond that 
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contained in the Lucas Bill might super- 
sede the latter. 

Claude R. Wickard, REA Administra- 
tor designate, was born in 1983 in Car- 
roll county, Indiana, and has a back- 
ground which includes nearly a quarter 
of a century of active farm operations. 
He graduated from Purdue University 
(BSA ’15) and after a career of success- 
ful farming joined the Agriculture Ad- 
justment Administration in 1933,through 
which he worked up to Under Secretary 
of Agriculture in February, 1940. The 
following September he was appointed 
Secretary of Agriculture, succeeding 
Henry A. Wallace. 


URING the debate on the REA Bill 
the author of the measure, Senator 
Lucas (Democrat, Illinois), disclosed 
that REA borrowers to whom allotments 
have been made now number 904, of 
which only 19 are business-managed util- 
ity companies, and the balance codpera- 
tives and public bodies—principally the 
former. REA loans have resulted, said 
Lucas, in electrifying 1,200,000 farms 
and rural homes, while the Secretary of 
Agriculture has estimated that there are 
15,000,000 farm and (nonfarm) rural 
homes still without electricity. 

Also of interest was Senator Lucas’ 
disclosure that some of the new loans 
will have to go for rehabilitation of lines 
already unsatisfactory because of im- 
proper initial construction—lines not yet 
more than a decade old. (REA loans are 
currently for a period of thirty-five 
years.) Senator Lucas quoted a typical 
letter from an REA co-op as follows: 

We have made about the last extension we 

can make until our main lines are rebuilt. 
They were built too light from the first. We 
are not blaming anyone, but the recom- 
mendation and advice of REA was too little 
and too light originally. . . . Low voltage 
stands in our way. Large transformers were 
put in at our substations and every device 
has been used that we know of to keep up 
the voltage until we are at the end of our 
capacity. 

Acting REA Administrator Neal on 
May 13th, at REA headquarters in St. 
Louis, said officials of more than 900 ru- 
ral electric systems in the United States 
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financed by the REA have been in- 
structed to start work at once on delayed 
power line construction projects totaling 
$100,000,000. With the War Production 
Board liberalizing wartime restrictions 
on power line construction, he added, the 
REA faced “the biggest power line con- 
struction job in history.” 


eae by the Senate action on 
the bill for the independence of 
REA, an action committee of the re- 
cently organized Committee for the In- 
dependence of REA arrived in Wash- 
ington on May 14th. Washington 
headquarters were established at the New 
Colonial hotel. Senator Shipstead and 
Congressman Carnahan (Democrat, 
Missouri) and Taiie (Republican, 
Iowa), who last January introduced 
identical bills for removing REA from 
the Department of Agriculture, were 
contacted and assured vigorous support 
of the committee which was already au- 
thorized to represent a large number of 
individual REA co-ops in some 25 im- 
portant states. The committee is com- 
posed of the following: 

Ansel I. Moore, chairman, manager of 
Ozark Border Electric Codperative, Poplar 
Bluff, Missouri; also president, Missouri 
Statewide. 

L. C. Groat, secretary, manager of Spoon 
River Electric Codperative, Canton, Illinois. 

C. F. Helser, president of Ohio Statewide, 
and trustee of South Central Rural Electric 
Cooperative, Lancaster, Ohio. 

John Hendricks, president of Eastern 
Iowa Light & Power Codperative, Daven- 
port, Iowa, 

Roy Boecher, manager of Cimmaron Elec- 
tric Codperative, Kingfisher, Oklahoma. 

Thomas E. Stevenson, manager of Clai- 
borne Electric Codperative, Homer, Louisi- 
ana. 

Dr. K. T. Hutchinson, president of Ten- 
nessee Statewide and president, Middle Ten- 
nessee Electric Codperative, Murfreesboro, 
Tennessee. 


At a conference held in the office of 
Senator Shipstead recently, attended by 
the introducers of the bill, Chairman 
Ansel I. Moore issued the following 
statement : 

This committee represents the desires long 


held by an overwhelming majority of the 
800 individual REA codperatives that REA 
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be restored to its original status as a non- 
partisan, nonpolitical agency as provided in 
the Norris-Rayburn Act of 1936. We agree 
with the statement of Senator Norris, made 
just before his untimely passing, that it was 
a mistake to place this agency under the con- 
trol of Agriculture or any other department 
of the Federal government at whose head 
stood a chief appointed for partisan political 
reasons, 

We strongly favor the Lucas Bill appro- 
priating $585,000,000 in addition to the regu- 
lar appropriation for much-needed postwar 
expansion, but we insist that this vast sum 
be administered and allocated in an honest, 
businesslike manner, high above partisan or 
political control, national or local, or private 
corporation, or any other self-seeking influ- 
ence, and devoted wholly to the welfare of 
rural America. 


EALIZING that the sentiment among 

the 800 codperatives for independ- 
ence suggested concerted action to the 
end that the members of Congress, the 
Federal government, and the public 
might know the real desires of the farm- 
ers and rural users in this matter, 
Mr. Moore, president of the Missouri 
Rural Electrification Association, com- 
posed of the co-ops of his state, after 
wide consultation with other co-ops in 
other states, sent out a call with the re- 
sult that representatives of some 100 co- 
dperatives met at San Antonio on Janu- 
ary 15th and unanimously recommended 
to the resolutions committee of the ex- 
isting National Rural Electric Codpera- 
tive Association at its third annual con- 
vention a resolution calling for the im- 
mediate independence of REA before 
postwar expansion should begin. 

The resolutions committee and the 
convention agreed in principle to the idea 
of independence but voted that no im- 
mediate action was to be taken. How- 
ever, the sentiment for immediate action, 
based on the official report and recom- 
mendation of the Senate investigating 
committee and their own experience, 
grew rapidly among the 500-odd mem- 
bers of the NRECA and the 300-odd 
codperatives not members of the asso- 
ciation. Hence, on April 14th the inde- 
pendence men met again at St. Louis and 
effected a permanent organization for 
action. 

The action committee now claims to 


757 


represent approximately 300 codpera- 
tives in 25 states. The poll and comple- 
tion of the new organization are still in 
progress, but the trend was said to in- 
dicate that over 90 per cent of the co- 
Operatives favored restoration of REA 
to its original freedom under the Nor- 
ris-Rayburn Act. 


* * *« * 


Ca new in labor history was 
established recently when the Bonne- 
ville Power Administration signed a 
collective bargaining agreement in Port- 
land, Oregon, with American Federation 
of Labor unions, covering workers on 
the government’s Columbia river power 
projects. The pact was said to climax 
long negotiations. At the outset, the ad- 
ministration took the position that, as a 
unit of the Department of Interior, with 
personnel policies controlled by the Civil 
Service Commission, it could not legally 
enter into a contract with the unions. 
Later it reversed its stand and embarked 
on collective bargaining. 

The pact finally signed recognizes the 
unions, for purposes of their member- 
ship representation, provides for union- 
management cooperation, sets up joint 
committees on common problems, and in- 
cludes machinery for adjustment of 
grievances. Wages and other matters 
are to be disposed of later. 

The agreement with Bonneville was 
said to be the first secured from any 
agency within the Civil Service Commis- 
sion’s jurisdiction. Whether the commis- 
sion would veto the agreement remained 
to be seen. In the past it has opposed 
collective bargaining by Federal em- 
ployees, union spokesmen said. 

The agreement, however, does not rec- 
ognize the right of Bonneville employees 
to strike, nor a closed shop for the AFL 
unions involved. It definitely fixes 
neither wage-hour standards nor work 
condition terms, but simply sets up ma- 
chinery for further negotiation along 
those lines. 

Furthermore, as stated, it was still 
subject to the Civil Service Commission’s 
approval and that body has in the past 
opposed collective bargaining by Federal 
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employees with government agencies. 
The agreement goes further, however, 
than any previous attempt to place gov- 
ernment-employee relationship on a 
union pact basis. By the terms of the 
agreement, conference and consultative 
machinery and procedures, through the 
process of collective bargaining, are set 
up for the following purposes: 

1. To provide for joint determina- 
tion of fair and reasonable rates of pay, 
hours, and working conditions ; (2) to in- 
sure the making of appointmentsand pro- 
motions on a merit basis; (3) to pro- 
mote stability of employment and to es- 
tablish satisfactory tenure; (4) to pro- 
vide for improvement and betterment 
programs designed to aid the employees 
in achieving their acknowledged and rec- 
ognized objectives; (5) to promote the 
highest degree of efficiency and respon- 
sibility in the performance of the work 
and the accomplishment of the public 
purposes of the Bonneville Power Ad- 
ministration ; (6) to adjust promptly all 
disputes, whether related to matters cov- 
ered by the agreement or otherwise; 
(7) to promote systematic labor-man- 
agement codperation between the admin- 
istration and its employees; and (8) to 
aid the reéstablishment in civilian life of 
returning veterans. 

In addition to establishing fact-finding 
committees and the machinery for media- 
tion and arbitration in matters of wage 
rate controversy, the agreement provides 
for a joint board of adjustment to act 
as the final determining body in matters 
under dispute. 


*x* * * * 


HE city of Chisholm, St. Louis 

county, Minnesota, is perhaps the 
first American city to enact legislation 
that will provide central heating utility 
service. The Chisholm city council has 
passed an ordinance for furnishing cen- 
tral steam heat and electric power to the 
city from a cooperatively owned plant. 
The franchise, awarded to John J. 
Dwyer of Duluth, authorizes the con- 
struction of an adequate steam- and elec- 
tric-generating plant, with the necessary 
underground heat distribution lines and 
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electrical circuits, as soon as war pro- | 
duction schedules permit release of ma- 
terials. 

Chisholm’s steam-heating service will 
be made available to every residential, 
commercial, and industrial building, 
where it can be adapted to existent warm- 
air, hot-water, or steam-heating systems. 
It was brought out at council meetings 
that this would completely eliminate the 
need for individual furnace stoking and 
ash handling, and would abate a smoke 
nuisance, assuring a cleaner, more 
healthful community. Preliminary esti- 
mates indicate that the over-all fuel con- 
sumption will be reduced approxi- 
mately 25 per cent. Another benefit con- 
sidered was the utilization of extra base- 
ment space upon removal of individual 
furnaces. 

x oe * x 


NCORPORATION in Nebraska of the 
Panhandle Rural Electric Codpera- 
tive is the first step in a plan to bring the 
benefits of electric service to ranchers 
and farmers in the northwestern part of 
the state. Lines are to be built from 
Ashby, in Grant county, through Al- 
liance to Hay Springs and to the eastern 
end of Sheridan county. Organization 
is to be pushed rapidly so that the dis- 
trict may secure an allocation of Fed- 
eral funds in the form of a loan at 2 per 
cent, payable in thirty-five years. 
Because of the sparsely settled condi- 
tion of the area, REA has informed the 
organizers that one of the primary re- 
quirements will be an income of $10.50 
per month per mile, which is higher, 
necessarily, than in more densely popu- 
lated sections. 


* * * * 


ITIZENS of the Hazel Dell com- 

munity, Washington, last month be- 
gan consideration of plans for a water 
district for their area, following pre- 
sentation of the possibilities of a rural 
water system. The district has been con- 
sidering an engineering survey in an area 
north of Vancouver, contemplating cre- 
ation of a water system under PUD 
sponsorship and management. 
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EW long-distance telephone rates, 
which will result in an estimated 
reduction of $21,000,000 in America’s 
annual telephone bill but which will ap- 
ply only to calls over distances of 790 
miles or more, will go into effect on July 
Ist, it was announced last month. 

The new rates were described in state- 
ments issued by the American Telephone 
and Telegraph Company and the Federal 
Communications Commission. Arrived 
at through the process of give and take 
in negotiation, they were not based on 
any simple, uniform percentage cut but 
vary with the distance and type of serv- 
ice. 

The figure of 790 miles as the start- 
ing point for the reductions, it was said, 
was selected also through negotiations. 

What the reductions will mean to New 
York city telephone users was illustrated 


Route 

New York—Cedar Rapids, Iowa 
Des Moines, I 
Fargo, North Dakota 
Galveston, Texas 
El Paso, Texas 
Spokane, Washington 
San Francisco, California 
Seattle, Washington 


Washington, D. C—Duluth, Minnesota 


Beaumont, Texas 


Oklahoma City, Oklahoma .. 


San Antonio, Texas 
Butte, Montana 
Spokane, Washington 
Los Angeles, California 
San Francisco, California 


with specific examples. In calls from 
New York to Chicago or Atlanta, both of 
which lie within a 790-mile radius of the 
city, there will be no reduction. For a 
daytime station-to-station call from New 
York to San Francisco, however, the 
rate will be reduced from $4 to $2.50. 
The rate for the same type calls to Miami 
will drop from $2.40 to $2.10, for calls 
to Cedar Rapids, Iowa, from $2.10 to 
$1.95. Los Angeles and Seattle reduc- 
tions will be the same as those for calls 
to San Francisco. 

A note of criticism of the reductions 
was apparent in the AT&T statement. It 
said in part: 

In commenting upon these reductions 
President Walter S. Gifford, of AT&T, 
pointed out that the rates are under the ex- 
clusive jurisdiction of the Federal Com- 
munications Commission, which has juris- 
diction over interstate rates only. The com- 


Station-to-station 
Day Rate 
Present Proposed 


$2.10 
2.30 


Miles 

946 
1,053 
1,257 
1,417 
1,931 
2,252 
2,629 
2,499 


940 
1,170 
1,174 
1,418 
1,902 
2,150 
2,332 
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mission has insisted that the earnings from 
such rates should be considered by them- 
selves, regardless of over-all Bell system 
earnings, and has insisted that, when so con- 
sidered, they produce a return greater than 
could be justified—this in spite of the fact 
that the return resulted from the extraor- 
dinary wartime volume of long-distance calls 
and the temporary overloading of the long- 
distance plant. 


HE FCC announcement said that the 

cuts, depending on distance and type 
of call, ran from 10 to 37 per cent. The 
table on page 759 shows the proposed new 
rate and the amount of the reduction for 
daytime station-to-station calls to 10 
cities more than 790 miles from New 
York. 

A table based on the rates for various 
types of service for calls over four dif- 
ferent mileages is shown below. The dis- 
tances were chosen at random between 
them. 

It was pointed out that the rate from 
New York to San Francisco was $10.25 
for a daytime station-to-station call, 
dropping to $4 in the proposed reduction, 
a total cut of $6.25. 


*x* * *K * 


HE Federal Communications Com- 
mission on May 17th announced its 
final frequency allocations to the non- 
governmental*radio services in the por- 
tion of the spectrum between 25 and 
30,000 megacycles with the exception of 
the 44- to 108-megacycle region of the 
spectrum, which is left unassigned at this 
time pending the outcome of measure- 
ments and tests of FM transmission dur- 
ing the coming summer. 
This space will ultimately be allocated 
as follows: 36 megacycles to television, 


Mileage 
1,000 


1,400 
1,800 
2,300 
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18 megacycles to FM, 2 megacycles to 
facsimile, 4 megacycles to the amateurs, 
and 4 megacycles to nongovernment fixed 
and mobile services. The precise alloca- 
tion within this region to the above sery- 
ices remained undecided but the commis- 
sion indicated three possible alternative 
allocations for this region, which turn 
upon the exact location of FM. The 
three alternatives for FM are (1) 50-68 
megacycles, (2) 68-86 inegacycles, and 
(3) 84-102 megacycles. The commission 
also announced that with the codperation 
of the radio industry. it is immediately 
planning to proceed with tests during the 
summer which are designed to determine 
the best of the three alternatives. A joint 
committee, under the chairmanship of 
the commission’s chief engineer, and 
composed of engineers from the com- 
mission and the radio industry, will con- 
duct these tests. 

The reason for not making a final de- 
cision at the time was that the commis- 
sion felt that further measurements were 
desirable before making a final allocation 
for FM. In this connection the commis- 
sion pointed out that its decision not to 
make a final allocation for FM at this 
time would not in any way hamper the 
future development of that service be- 
cause the commission has received advice 
from the War Production Board that the 
radio industry will not resume production 
of new AM, FM, and television trans- 
mitters or receivers “in 1945 or even in 
the first part of 1946 unless Japan capitu- 
lates. This is not to say that a small quan- 
tity of receivers and possibly a few trans- 
mitters may not be made available. How- 
ever, this will have little or no effect on 
the future expansion of AM, FM, and 
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television services.” The War Produc- 
tion Board has also advised the commis- 
sion that in the event there is any change 
in its prediction, it will give ninety days’ 
advance notice. 

These allocations will probably be or- 
dered into effect service by service, with 
the commission taking into account such 
factors as the availability of man power 
and materials, the results of the Inter- 
American conference at Rio, and the 
preparation of the commission’s rules 
and standards. Of course, any allocations 
made by the commission are subject to 
being changed to conform to the pro- 
visions of international agreements. 


* * * * 


Maur of the National Telephone 
Panel visited New York on May 
21st and 22nd to discuss the National 
War Labor Board’s wage stabilization 
policy for the telephone industry with 
labor and industry representatives in the 
New York area. 

The meetings, which were informal 
discussions, were headed by Pearce 
Davis, chairman of the panel. He was 
assisted by G. K. McCorkle, Chicago, 
vice president of the Illinois Bell Tele- 
phone Company, and Burton W. Saun- 
ders, La Fayette, Indiana, vice president 
of the Indiana Associated Telephone 
Company, industry members of the 
panel. Labor members of the panel who 
attended the meetings were John J. 
Moran, New York, president of the Fed- 
eration of Long Lines Telephone Work- 
ers, independent, and William M. Dunn, 
president of the Cincinnati Federation of 
Telephone Workers, independent. 

The meetings were held in the north 
ballroom of the Hotel New Yorker from 
10:30 a. M. to 12:30 p. M. and from 2 
P. M. to 4 Pp. M. each day. The May 21st 
meetings were devoted to discussions 
with employees and their representatives 
and the meetings on the following day 
were for management representatives. 

“The discussions are primarily for the 
benefit of those in the New York area,” 
said Mr. Davis prior to the meetings, 
“but people living elsewhere who happen 
to be in New York on other business 
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will be welcome. The purpose of the 
meetings is to afford employees and em- 
ployers an opportunity to become more 
familiar with the details and application 
of the board’s wage stabilization policy 
for the telephone industry. We will en- 
deavor to answer any and all questions 
that may be put to us.” 

This was the second of the panel’s in- 
formal discussions with labor and man- 
agement representatives. The first of 
these meetings was held in Chicago early 
last month. 

The National Telephone Panel was 
created by the NWLB on December 29, 
1944, to have jurisdiction over all dispute 
and voluntary cases arising in the tele- 
phone industry. At the instruction of the 
board, the panel prepared a survey of the 
wage stabilization problems peculiar to 
the industry and made recommendations 
to the board for their disposition. This 
report, based on the consideration of the 
telephone cases before the board, was 
unanimously adopted by the NWLB as 
a basis for wage stabilization in the in- 
dustry. 


* * *« * 


| pear ange of the United Communi- 
cations Association, an independent 
federation of five independent telephone 
workers’ unions with a membership of 
23,500, was announced in New York 
city last month by Eugene F. Dougherty, 
who was elected president. The purpose 
of the federation is to standardize col- 
lective bargaining and improve working 
conditions. 

The workers represented by the new 
federation are members of the Federa- 
tion of Long Lines Telephone Workers, 
Branch 101, with 6,000 members; 
Branch 7,002 of the same union, with 
500 plant workers ; the Traffic Employees 
Association, with 12,000 operators of the 
New York Telephone Company; the 
Telephone Employees Organization, 
with 2,500 accounting department em- 
ployees; and the Union of Telephone 
Workers, with 2,500 commercial depart- 
ment workers. 

Mr. Dougherty is a member of the 
Union of Telephone Workers. 
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The 1944 Revenue Dollar 


HE annual statistical bulletin for 

1944, recently published by the 
Edison Electric Institute, permits new 
statistical comparisons for the electric 
power and light industry — reflecting 
wartime changes in operations and 
finance. Among other summaries, the 
bulletin shows the total income of the 
electric power and light companies and 
principal items of expenditure, from 
which it is simple to work out percent- 
ages of expenditures to gross receipts, or 
cents in the “revenue dollar.” Dividend 
figures are not available in the report for 
1944. In comparing figures for the year 
1944 with those of 1943 and the prewar 
year 1939, it is of interest to see the in- 
roads made by increased taxes and costs 
at the expense of the stockholder. In 1939 
the stockholder had a claim on 24 cents of 
the revenue dollar (including preferred 
dividends) while in 1914 this had been re- 
duced by nearly one-third, to 17 cents. 
The tax share of each dollar jumped 
from 15 cents in 1939 to 23 cents in 1944, 
and operating expenses increased from 
35 cents to 39 cents. These gains were 
partially offset by a decline in interest 
from 15 cents to 11 cents and in deprecia- 
tion from 11 cents to 10 cents. 

The change in 1944 as compared with 
1943 was relatively slight, but reflected 
a continuation of the previous trend. 
Operating expenses took 1 per cent more 
than previously ; and since depreciation, 
taxes, and interest remained the same, 
the increased cost was taken out of the 
stockholders’ portion. 

The Edison report (page 35) also 
shows some details of operating expenses 
but unfortunately these are always more 
than a year old, 1943 being the latest now 
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available. However, they throw some 
light on the present trends. Cost of fuel 
has been advancing sharply for various 
reasons and in 1943 increased to $363,- 
000,000 compared with $283,000,000 in 
the previous year. The increase of $80,- 
000,000 accounted for nearly two-thirds 
of the gain in operating expenses. It 
appears likely that this item again in- 
creased in 1944, and the anticipated price 
mark-ups due to recent wage adjust- 
ments may result in a further increase in 
1945. However, smaller use of stand-by 
steam plants might prove an offsetting 
factor. 


TILITIES have been very fortunate in 
being able to handle a greatly in- 
creased amount of business during the 
war with a smaller number of employees 
than in the prewar period. The U. S. 
Department of Labor index of employ- 
ment for the industry dropped from 100 
in 1939 and 104.2 in 1941 to 82.9 in 1944; 
the payroll index, however, increased 
from 100 to 114.2. The companies were 
able to hold down the payroll by (1) not 
replacing employees lost to the war ef- 
fort; (2) by deferring some mainte- 
nance ; (3) by instituting economies such 
as bimonthly billings; and (4) by over- 
time work of employees. It seems prob- 
able that some old-line companies like 
Consolidated Edison were moderately 
overstaffed before the war, and loss of 
employees has permitted a general read- 
justment in the interest of greater effi- 
ciency and economy. However, many of 
the companies are committed to taking 
back former employees now in the armed 
services after the war. Also the unions’ 
objections to bimonthly billing and 
similar economies may be renewed after 
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the war. The utilities may, therefore, 
face a problem with their labor costs after 
VJ-Day. 

However, excess profits taxes will 
furnish an excellent cushion for rising 
costs, for those companies which pay this 
tax. The protection afforded by the 40 
per cent normal and surtax rate, for 
companies which pay only that tax, is of 
course less favorable. 


¥ 


Tax Relief Postponed 
Indefinitely? 


ec from the heavy tax burden now 
appears less likely. Senator Walter 
F. George several weeks ago indicated 
that Congress was ready to make some 
tax concessions to corporations, in addi- 
tion to that already obtainable in the way 
of “carry-backs,” etc., through the pres- 
ent law. But Mr. Morgenthau differed 
with the Senator, and apparently the 
President is backing the Secretary of the 
Treasury. Arthur Krock, The New York 


Times Washington observer, thinks the 
program will be: “no important tax re- 
duction until at least one year after VJ- 
Day; then 20 per cent or so off excess 
profits taxes and some relief for low-in- 
come groups; later a larger reduction of 
corporate levies and some relief for the 


other income groups.” The President’s 
attitude is said to be based on the assump- 
tion that it will be unnecessary to use tax 
reductions to stimulate business activity 
in the immediate postwar period, and 
that this will afford a good opportunity 
to turn the Federal deficit into a surplus 
of perhaps $25,000,000,000, and make a 
good beginning toward general debt 
reduction. ; 

This is an unfortunate development 
for the utility companies. They have un- 
doubtedly borne an excessive portion of 
the war burden, despite the fact that their 
services were invaluable in supporting the 
war effort. The utilities will not be able 
to take much advantage of the special 
features of the present tax law, such as 
carry-backs, which will help to tide in- 
dustrial companies through any irregu- 
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larities in postwar income. A few con- 
cessions were made in the 1943 tax law 
to the utilities but these benefited the 
holding company systems more than the 
independent companies. 

Congress should recognize that the ex- 
cess profits tax idea is not logically ap- 
plicable to the utility companies because 
their earnings are fully regulated, and 
generally restricted to between 5 per cent 
and 6 per cent on the investment. In 
1943 the return on net plant account and 
working capital averaged 54 per cent for 
all A and B electric utilities, after sub- 
stantial write-offs enforced by regulatory 
authorities in recent years. The excess 
profits tax is supposed to be levied only 
on earnings over 8 per cent, 7 per cent, 
and 6 per cent on varying portions of 
taxable income. 

The utilities are being penalized for 
technical errors which they made in 
earlier years. They took advantage of 
the Treasury Department’s apparent 
generosity to accrue, in many cases, 
heavy depreciation reserves, since 
charges to the reserves resulted in lower 
taxable earnings for the years in ques- 
tion. 

These increased charges resulted 
in heavy reserves and smaller surplus, 
which in turn reduced the invested: cap- 
ital base for tax purposes in the wartime 
period, and resulted in smaller earnings 
exemptions. While the companies had 
the option of using prewar earnings fig- 
ures as a tax base, these figures were be- 
low normal in many cases due to the 1938 
depression and other factors. 

The unfair application of Federal tax 
laws to the utility companies was dis- 
cussed at some length, and illustrated by 
statistical calculations, in the findings 
regarding the earning power of Penn- 
sylvania Power & Light Company by the 
Pennsylvania state commission, in its 
rate decision of several months ago. 

It now appears that VJ-Day may be at 
least a year away. Must the utilities wait 
two years longer before obtaining relief 
from their burden of Federal taxes, 
which now take more out of utility earn- 
ings than is paid out to stockholders and 
to employees? 
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Gross Net Mkt. Value alue to 

Income Income Pfd.Stocks Earnings 
Long Island Lighting (company only) .. $3,269 $1,859 $22,400 12.0 
Queens Borough (company only) ..... 1,372 562 4,800 8.6 
INGASDUS AE OTOL (oo ices. s 0 5:0 50,0 0:0: 010s 372 80 1,400 17.6 
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New merged company .......... $5,013 $2,501 

Kings County Lighting Company ...... 512 231 2,500 10.8 









$5,525 $2,732 











* Not available; amount would be negligible. 
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Long Island Lighting Company 
(Series of holding company reviews. ) 


[Bem Long Island Lighting Com- 
pany’s plan of recapitalization, 
finally approved in 1944 after a long de- 
lay by the public service commission of 
New York, now appears to be “dead.” 
The SEC sought to secure jurisdiction 
over Long Island Lighting as a holding 
company and while two lower Federal 
courts supported the company’s conten- 
tion that it should not be subject to Fed- 
eral regulation, the company suddenly 
decided not to carry the fight to the Su- 
preme Court. (The SEC had filed an 
appeal.) Accordingly, it recently regis- 
tered as a holding company, and a new 
plan will now be prepared and submit- 
ted to the SEC and the New York com- 
mission. 

It appears likely that there will be a 
consolidation of Long Island Lighting, 
Queens Borough Gas & Electric, and the 
latter’s subsidiaries—Nassau & Suffolk 
Lighting Company and Long Beach Gas 
Company. Instead of retaining present 
arrearages on the various preferred 
stocks (as in the previous plan), the 


OS WE aa 3 2: | CO a a a eer 
eR Re I, © a er ere 
Queens Borough 6% pfd. ...... Seatac a's 
Nassau & Suffolk 7% pfd. ............+.- 
Kings County Lighting 7% B............ 
Kings County Lighting 6% C ........... 
Kings County Lighting 5% D ........... 


JUNE 7, 1945 


commission will doubtless prefer an‘all 
common recapitalization with varying 
percentages of stock assigned to differ- 
ent classes of stockholders. It seems.a 
fair possibility that Kings County Light- 
ing (which is an isolated property not 
connected with the rest of the system) 
may be sold, or it may be recapitalized 
with control left in the hands of the pre- 
ferred stockholders. A bond-refunding 
operation is in progress. 

It is impracticable to attempt an esti- 
mate of the apportionment of the new 
common stock to the various publicly 
held stock issues of the system without 
more complete data than are currently 
available. For the twelve months ended 
March 31, 1945, gross and net income 
(000 omitted), and recent market valua- 
tion of the preferred stocks of each com- 
pany, were as shown in the table above. 

The above market valuations were ar- 
rived at by applying over-counter bid 
prices to the outstanding shares. (See 
table below.) 

There are no minority common stocks 
in the system with the exception of 2.27 
per cent of Kings County Lighting com- 
mon. Long Island Lighting common 
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Recent 
No. Shares Bid Price Arrears 

74,750 91 $50 
179,050 87 43 
66,860 72 45 
27,262 52 68 
18,164 61 12 

1,129 ‘3 11 
25,000 524 9 
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(3,000,000 shares outstanding) is 
quoted over the counter at around 1. 

The varying ratios of market value to 
earnings should not be considered as a 
measure of the relative attractiveness of 
the various preferred stocks. Earnings 
have been undergoing sharp changes re- 
cently due to the hurricane of September 
14th (estimated to have cost $750,000 in 
expenses and lost revenues), refunding 
operations, etc. In December, 1944, as 
the result of intersystem litigation, Nas- 
sau & Suffolk made certain payments to 
Queens Borough Gas & Electric. Thus 
considerable study would be necessary to 
appraise correctly the true earning power 
applicable to the various preferred 
stocks. The relatively high valuation for 
the Long Island Lighting preferred 
stocks may be due to the equity interest 
owned in Queens Borough and Kings 
County. Queens reported earnings of 80 
cents a share on its common stock in the 
twelve months ended March 31st. 


NE difficulty with Long Island Light- 
O ing’s present setup is that the public 
service commission requires approxi- 
mately one-half of net income to be re- 
served for debt reduction. As it is doubt- 
ful whether separation of Kings County 
Lighting from the system will yield any 
funds, it is possible that these reserves 
may have to be carried along into the new 
setup unless the public service commis- 
sion is satisfied that they are no longer 
necessary. 

Judging from the tempo of other 
holding company plans, it appears likely 
that one to three years may elapse before 
a new plan is developed, filed with the 
two commissions, and investigated and 
approved by the two commissions and a 
Federal court of jurisdiction. 

In the meantime, however, stockhold- 
ers will again be able to trade in their 
securities under a new arrangement be- 
ing worked out by the company. Since 
last December, Long Island Lighting 
stockholders have been unable to deal in 
or transfer their securities or to obtain 
quotations on the New York Curb. (Over- 
counter dealers continued to quote the 
securities, however, and it is possible that 
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transfers have been made in “street 
name.”) The management is now work- 
ing out arrangements, subject to SEC 
approval, with the City Bank Farmers 
Trust Company to issue certificates of 
deposit for the company’s 7 per cent and 
6 per cent preferred stocks and the com- 
mon stock. These certificates may be 
sold, transferred, or otherwise used in 
place of the old stock certificates. Pre- 
sumably this method is necessary be- 
cause the stocks themselves are of doubt- 
ful legality, since the articles of incor- 
poration were amended last year imme- 
diately following the approval of the pre- 
vious recap plan by the state commission. 

It appears likely that if any equity in 
the new company is assigned to the pres- 
ent common stockholders, it will be very 
small. In the twelve months ended March 
31st there was a deficit of 22 cents a share 
on the common and the largest amount 
earned in recent years was the 25 cents 
a share reported in 1942. The last divi- 
dend paid was 10 cents in 1933. If the 
preferred arrears should be capitalized, 
the common stock would seem to be defi- 
nitely “below water.” 


5 
Water Company Stocks 


N common with other utility stocks, 
the water company group has enjoyed 
a substantial advance since last described 
in this department (November 9th is- 
sue). This is despite the fact that earn- 
ings appear to be in a moderate down 
grade, owing to rising expenses. Divi- 
dend yields on some old-line operating 
company stocks now average only about 
4 per cent and these issues appear to have 
the “edge” over high-grade electric and 
gas company stocks in this respect. 

As a result of the breakup of the hold- 
ing companies, five new issues have 
made their appearance this year: 80,880 
shares of common stock of Ohio Water 
Service Company (formerly controlled 
by Federal Water & Gas) were offered 
by a group headed by Otis & Co. of 
Cleveland at $15.25 on April 3rd ; 70,000 
shares of West Virginia Water Com- 
pany common stock (also sold by Fed- 
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eral) were offered by Allen & Co. of New 


York and Shea & Co. of Boston on April 
26th at $13.50 a share, and the stock has 
advanced to around 17. 

On March 29th Union Securities Cor- 
poration announced that a banking group 
headed by Kuhn, Loeb & Co. and itself 
had acquired all of the common stock of 
California Water Service Company and 
nearly all the stock of San Jose Water 
Works. 

The stocks were acquired from 
the General Water, Gas & Electric 
Company, a subsidiary of International 
Utilities Corporation. On May 14th a 
group headed by Union Securities Cor- 
poration sold 116,568 shares of Cali- 
fornia Water Service at $39 a share. The 
San Jose stock (79,739 shares) was of- 
fered May 14th at $40 a share by a syn- 
dicate headed by Kuhn, Loeb and Union 
Securities Corporation. 

On May Ist, Central Republic Com- 
pany and H. M. Byllesby & Company 
offered 9,672 shares of California Water 
& Telephone common stock at $36 a share 
(together with 7,000 shares of $1.20 pre- 
ferred stock). 


The Use of Rights in Holding 
Company Liquidation 


“NEw wrinkle” has appeared in re- 
A cent proposals for holding com- 
pany integration plans. A press report 
indicates that National Power & Light 
may offer its common. stockholders 
rights to purchase Pennsylvania Power & 
Light common. This vould provide the 
latter company with some $18,000,000 
with which to scale down its preferred 
stock, bringing it more in line with writ- 
ten-down plant account. For several 
years it has been considered possible that 
National might have to sell its smaller 
holdings, Birmingham Electric and 
Carolina Power & Light, in order to 
raise the cash necessary to strengthen the 
financial structure of Pennsylvania 
Power & Light. Use of the rights would 
solve the problem in another way and 
permit distribution of the Birmingham 
and Carolina stocks. However, there has 
been no official confirmation of the plan. 

Another proposed use of rights is in 
connection with the Columbia Gas & 
Electric plans, to be described later. 


e 


WATER COMPANY STOCKS 


Where Price 
Traded About 


Holding companies 
American Water Works & Elec. ....... S 
Federal Water & Gas O 
General Water, Gas & Elec. ........... GC 
Community Water Service, pfd. ...... O 
Northeastern Water Co. ............+ O 


Operating companies 
Elizabethtown Water 
Indianapolis Water A 
Jamaica Water Supply 
Middlesex Water 
Philadelphia Sub. Water 
Plainfield Union Water « 
Torrington Water 
Hackensack Water 


Recent Issues 
California Water & Tel. ............0. O 
California Water Service 
West Virginia Water Service 
Ohio Water Service 
San Jose Water 
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What Others Think 


Electric Power and Gas 
“In the Public Service” 


¢ 2. is the title of an 
interesting and attractive book, 
recently issued by the well-known invest- 
ment firm of Merrill Lynch, Pierce, Fen- 
ner & Beane, 70 Pine Street, New York. 
The 88 pages of text, photographs, and 
charts in color provide much instructive, 
well-written information about electric 
power and gas in the public service. A 
number of pages are devoted to com- 
ments of a general nature, explanatory of 
certain basic factors relating to these two 
utilities; but most of the book is given 
over to detailed reviews of 24 operating 
companies and 19 holding companies. 
Opening with some historical facts 
about the electric and gas industries and 
an outline of the processes of production, 
rather complete explanation is then made 
of the domestic and industrial phases 
of the business, especially in the electric 
field. There is also cited the important 
place electricity occupies in the service 
of health and education, with mention of 
the increasing uses found for its appli- 
cation on the farm. Attention is called to 
the backlog of demand for a variety of 


household appliances (not obtainable . 


during the war) and the prospect of in- 
creased domestic load in postwar days. 

Then, under the heading, ‘Facing the 
Facts,” the following significant and 
frank statements appear: 


So far the story of the electric and gas 
companies has been an extremely pleasant 
one—added to it is the fact that, by and 
large, most of them are in excellent financial 
position. There is, however, a darker side to 
the picture. The problems faced by these in- 
dustries are serious and, in the opinion of 
many leaders in the field, threatening. Funda- 
mentally they fall into the following cate- 
gories: 

1. Federal regulation 

2. Federal competition 
3. Municipal competition 
4. High taxes 
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The conception, held by some, that mis- 
management and questisnable financial prac- 
tices throughout the utilities industry were 
responsible for the first three of these prob- 
lems, has unfairly lumped competent, for- 
ward-looking management (by far in the 
majority) with an infinitesimal minority. The 
job that management in the public utilities 
has done is amply proved by the average 
monthly bill to the domestic consumer 
($3.33) which in itself indicates what an 
enormous dollar value the utilities provide 
for their customers. 


A to Federal regulation, these state- 
ments regarding the Federal 
Power Commission and its policies and 
proceedings should be helpful to the 
reader in casting considerable light upon 
that agency’s activities : 


Federal regulation is believed by many to 
be the spearhead of a trend toward complete 
government operation, although, to be fair, 
both leaders within the industries themselves 
and the representatives of government as 
well do not anticipate any such development. 
Nevertheless, the authority granted the Fed- 
eral Power Commission and sustained by the 
Supreme Court of the United States is such 
that cynical policies, if once adopted by the 
commission, could very shortly bring about 
a chaotic condition within the industry. This, 
in turn, conceivably could move the govern- 
ment to demonstrate the desirability of tak- 
ing over properties in the public interest. 

While the Federal Power Commission has 
exercised moderation in its policies and 
stoutly holds that its function is to regulate 
not only in the public interest but in the in- 
terest of the utilities themselves, there never- 
theless remains its power to establish capital 
valuations and to base rate of return on such 
valuation. 4 

Although 6 per cent to 6% per cent is 
granted as a reasonable rate of return on in- 
vestments to utilities, it may, when based on 
a capital valuation far below the actual book 
worth of the corporation, reduce earnings to 
a vanishing point. It is true that the commis- 
sion maintains that it has no such intention 
and that its valuations for rate bases are 
made in the true interests of the utilities as 
well as the public. The opportunity, however, 
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to abuse this power is present and is high 
lighted by a recent U. S. Supreme Court de- 
cision in which the court held that the meth- 
ods by which the commission arrived at its 
decisions were not open to question so long 
as the end achieved could be shown to be 
fair and equitable. 

The Federal Power Commission does not 
have jurisdiction over rates in any but inter- 
state or licensed hydro plant business except 
where no state utility commission exists. 
However, there have been a number of 
clashes between state commissions and the 
Federal authority on the jurisdictional ques- 
tion and the FPC appears to be taking every 
opportunity to extend its jurisdiction. Ob- 
viously, if the commission is upheld by the 
courts as it has been up to the present, prec- 
edents with sweeping implications will be 
established. . 

According to the Federal Power Commis- 
sion, a relatively small percentage of the 
companies within its jurisdiction already 
have been reviewed. It intends to prosecute 
its efforts until the industry has been covered 
completely. Although many persons consider 
these activities to be confiscatory in every 
practical sense, the commission maintains 
that in many cases the strict application of 
its policies would stabilize the return to the 
stockholders by providing for rate increases 
when earnings fall below the allowable re- 
turn. 

Nevertheless, it must be recognized that 
only through stringent efforts to comply with 
the spirit of the law and through constant 
increase in the efficiency of their service to 
the public, may the utility corporations hope 
to avoid punitive action on the part of the 
government. 


With respect to the Securities and Ex- 
change Commission this brief comment 
is made: 


Another example of Federal regulation is 
provided by the Securities and Exchange 
Commission which administers the Utility 
Holding Company Act, including § 11 (the 
death sentence). Its object is to move for the 
divestment and/or dissolution of holding 
companies which do not properly serve the 
public interest according to statutory stand- 
ards as interpreted by the commission. 

Since the commission intends to continue 
its activities until all holding companies have 
been reviewed and will undertake whatever 
action it deems proper, securities of many 
operating companies may come on the mar- 
ket as time goes on. With regard to the ef- 
fect of the commission’s activities on utility 
stocks and bonds it may be noted that the 
securities of many holding companies them- 
selves have, after initial declines from high 
liquidating values at the outset of SEC regu- 
lation when public confidence was disturbed, 
returned to former levels. 


s to Federal competition, the Rural 

Electrification Administration’s ac- 

tivities are described, and then this in- 
teresting statement is made: 


Although REA contends that competition 
with private business i is far from its policies, 
many of its opponents in and out of govern- 
ment believe that it will take advantage of 
its undoubted edge on the private corpora- 
tions and actively drum up business through 
forming coOperatives in areas to which the 
utilities logically could extend power rather 
than work with the utilities in leaving such 
areas open to their development. 

At the present time, the REA plans a 
$500,000,000 program which has not as yet 
been authorized by the U. S. Congress. It 
should be pointed out in this respect that the 
policy-making personnel of the REA has 
been, and is likely to continue to be, sym- 
pathetic to government operation of ‘all es- 
sential services. 


Tennessee Valley Authority, another 
form of Federal competition, is referred 
to, and in brief paragraphs an exception- 
ally clear picture gives point to certain of 
the special privileges enjoyed by this par- 
ticular form of governmental public 
power project in its operations: 


The TVA holds that it operates on a busi- 
nesslike basis and does not constitute unfair 
competition to private interests. Nevertheless 
it does not, in the first place, pay taxes and 
the tax load of the privately owned utility is 
a heavy one; nor, in the second place, is it 
required to show a profit—every private cor- 
poration is organized for that very purpose 
and for that reason the incentive for achiev- 
ing topmost efficiency is greater. 

Obviously, under these circumstances, the 
TVA is in a position to compete with the 
private utilities on a ruinous basis since it 
can show nonprofitable operation without 
loss at rates considerably lower than those 
that private utilities are forced to charge. 
The TVA maintains that it serves a dual 
purpose in that it not only provides electricity 
for those who would otherwise be without 
it, but also establishes a measuring stick for 
rate regulation and it denies any intention 
of competition with private utilities in the 
accepted sense of the word. 


Brief reference is made to municipal 
competition and to high taxes. It may be 
observed that in the comment upon taxes 
no mention is made of the inequity of the 
tax-free privilege enjoyed by the Federal 
public power projects and the REA co- 
Operatives as well. 

Under the heading, “The Industry and 
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Tomorrow,” after stating that utilities 
are essential services with expanding 
markets, this pertinent observation is 
made: 
_ There seems to be no danger of exhaust- 
ing the natural resources upon which these 
industries depend. The materials needed to 
manufacture gas are plentiful and easy to 
get. The natural gas reserves are sufficient to 
last from fifty to one hundred years at nor- 
mal rates of consumption .. . and that does 
not include unexplored gas fields. Coal for 
steam power plants is all but inexhaustible, 
and water power never wears out. 


And this closing comment is especial- 
ly to be noted—it states a truism too lit- 
tle appreciated by the public generally : 

The industry regards itself as a public 
service in the best sense of the word and 
bends every effort to provide improved serv- 
ice at lower costs to the consumer—asks no 
more than a reasonable rate of return on the 
invested dollar, 

What gas and electric men look forward 
to is the necessity for shrewdly merchandis- 
ing their service to the public, and through 
advertising and public relations affecting, to 
some extent, governmental policies which 
apply to the utilities. 


Pertinent factors which differentiate 
operating companies from holding com- 
panies are dwelt upon under the heading, 
“The Utilities and the Investor.” This is 
written in a manner calculated to en- 
lighten the reader upon certain essential 
characteristics of the electric and gas util- 
ity business and their reflection upon se- 
curity values and markets—especially 
with respect to common stocks. 

A page summary lists, in parallel col- 
umns, favorable and unfavorable factors 
relating to three divisions of the utility 
industry — electric, manufactured gas, 
and natural gas— while an additional 
page gives helpful definitions of common 
public utility terms. 

In presenting reviews of 24 operating 


companies, each is treated in a con- 
cise but comprehensive manner. The ter- 
ritory served and the characteristics of 
the business are described ; capitalization, 
10-year earnings records, and pertinent 
operating statistics are given, together 
with colored charts showing sources of 
gross revenue and trend in finances over 
10-year periods. 

The reviews of the 1? holding compa- 
nies are equally comprehensive, but due 
to the difference in corporate character- 
istics the information is so presented as 
to apply to their special type of activities, 
The number of subsidiary operating 
companies is stated, with the territory 
served, and comments upon the indus- 
trial and domestic load, together with 
other informative details. Comment is 
made relative to the status and possible 
outlook (where a holding company is so 
affected) under the integration policies 
being carried out by the Securities and 
Exchange Commission. Tables are shown 
of capitalization, 10-year earnings rec- 
ords, and the distribution of parent com- 
panies’ investments among their subsidi- 
aries. 

Colored charts indicate the sources 
of gross revenues, the source of income 
(contributed by subsidiaries) of parent 
company, and a 10-year comparative rec- 
ord of investments of the parent com- 
pany as related to its debt. 

Executives of business-managed utili- 
ties should find this book of interest. As 
a study of the electric and gas utility in- 
dustry, together with the detailed re- 
views of many companies, it is a unique 
and informative compilation. As it may 
well have a wide distribution, it can con- 
tribute to a better understanding of this 
important section of free enterprise in 
this country. 

—R. S.C. 





A Report on Britain’s Electric Supply 


A the war ends in Europe more than 

usual attention might well be given 
the status of its public utility systems 
since they obviously must be reclaimed 


JUNE 7, 1945 


and put back into something approaching 
normal operation before the people of 
battle-scarred Europe can pick up the 
thread of peaceful existence. 
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Philadelphia Record 


“GASOLINE SHORTAGE? WHAT SHORTAGE?” 


Because Britain was so badly beaten 
up by Luftwaffe bombings early in the 
European war, and later buzz bombed, 
what has happened to Great Britain’s 
electric power supply may well be an en- 
lightening pattern of what has since hap- 
pened to power supply services in other 
devastated European countries. For this 
reason the seventeenth annual report of 
Britain’s Central Electricity Board brings 
us a timely analysis of these problems as 
of the end of 1944. The primary duty of 
Britain’s Central Electricity Board is to 
supply electricity to distributing compa- 
nies, to control the operation of selected 
generation stations, and to arrange for 
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extension of generating capacity for ex- 
pected future demand. 

Preparation of programs for the ex- 
pansion of generating capacity involves 
forecasting the future trend of demands 
for electricity, and the added uncertainty 
resulting from the new and constantly 
changing conditions since the outbreak of 
war has greatly increased the difficulty of 
making such forecasts. 

The total quantity of electricity gen- 
erated at public supply stations in Great 
Britain in 1944 was 38,354,000,000 units 
(provisional) compared with 36,951,- 
000,000 units in 1943, an increase of 3.8 
per cent. The increase since 1939 has 
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been 11,945,000,000 units or 45.2 per 
cent of the 1939 output. 

At the end of 1944 the grid comprised 
5,142 miles of transmission lines. Of 
these 3,614 miles were operated at 132,- 
000 volts and 1,528 at 66,000 or lower 
voltages. 

The grid also included 348 switching 
and transforming stations with an aggre- 
gate transformer capacity of 13,422,740 
kilovolt amperes. 


LTHOUGH it was originally intended 
that the grid should be operated 
in large self-contained areas, it was 
planned as a single national system with 
interconnecting transmission lines be- 
tween areas. The capacity of those inter- 
connectors was small, relative to the ag- 
gregate loads in the several areas, and 
they were designed only for mutual as- 
sistance in cases of emergency. This na- 
tional interconnection provided an added 
factor of security and a degree of flexi- 
bility in the system of public electricity 
supply throughout the country which 
proved invaluable in wartime. Owing to 
its existence, the government was able 
to erect new factories for war require- 
ments in less vulnerable regions with the 
knowledge that supplies of electricity 
could be made available even if there 
were not sufficient generating capacity in 
those regions. 

Bombing caused some damage to the 
grid but the effects on supplies of elec- 
tricity were not serious. Damage caused 
by escaped barrage balloons, by gunfire, 
and other military activities was as in the 
previous years greater and more trouble- 
some than damage caused by enemy ac- 
tion. 

Repair work often had to be carried 
out under dangerous conditions. At the 
beginning of 1944 the number of selected 
stations was 142 with a total installed ca- 
pacity of 10,984,656 kilowatts. 

By the end of the year the total in- 
stalled capacity of 141 selected stations 
was 11,254,081 kilowatts. 

During 1944, 99.03 per cent of the elec- 
tricity supplied by authorized utilities in 
the country, excluding north Scotland, 
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was produced at stations generating for 
the board. 

During the year the situation regard- 
ing coal supplies to generating stations 
continued to cause anxiety. During the 
summer months stocks were built up, but 
the maximum reached only 3,550,000 
tons compared with 3,860,000 tons in the 
previous year, and the deficiency was 
more pronounced in view of the fact 
that the rise in consumption of electricity 
involved an increase in the coal required. 

Although up to the outbreak of war the 
steady increase in the price of coal was 
largely offset by progressive improve- 
ment in efficiency of generation, it pre- 
vented the reduction in the price of elec- 
tricity which should have followed that 
improvement. The whole increase in the 
price of coal was therefore reflected in 
the average cost of coal per unit sent out, 
which by 1944 had risen by some 99 per 
cent over the 1938 level. 


I 1939 as in 1914 the outbreak of war 
involved a vast and immediate ex- 
pansion in the manufacture of munitions. 
In the earlier war, expansions had been 
hampered by the fact that the electricity 
supply industry was uncoordinated, au- 
thorized utilities working in isolation, 
generally on a small scale, and operating 
at several different frequencies. 

By 1939, however, the advent of the 
British grid had cleared away many of 
these technical difficulties. Standardiza- 
tion of frequencies and other operating 
improvements permitted speedy and effi- 
cient conversion to war production. First 
damage to grid lines came from fouling 
by anchor cables on escaped barrage bal- 
loons. 

In November, 1939, when the war 
was but two months old, balloons which 
had broken loose in northwest England 
floated over the entire country, knocking 
out lines of 16 different utilities and dam- 
aging the Thames cables before disap- 
pearing at sea. 

The British report tells us that from 
the outbreak of the war until the end of 
1943 nearly three-fourths of approxi- 
mately 2,000 incidents of war damage to 
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the grid system were attributed to bar- 
rage balloons alone. The balance was al- 
most equally divided—those resulting 
from direct enemy action and those oc- 
casioned by antiaircraft protective meas- 
ures, including military exercises. Dam- 


age to the board’s substations was less 
than had been anticipated and in only a 
few cases was there any prolonged in- 
terruption of supply. Loss of output due 
to enemy action never exceeded 400,000 
kilowatts. 





Bonneville Promotes Pacific Northwest 
Opportunities 


N elaborate study of hydroelectric 
power and natural resources util- 
ization is presented in a book, “Pacific 
Northwest Opportunities,” issued by the 
Bonneville Power Administration. In 
104 large pages—103 by 154 inches— 
there is set forth in text, maps, charts, 
and diagrams a mass of detailed infor- 
mation. 

These data deal with the Bonneville 
power projects and, under a wide range 
of headings, give the administration’s 
conception of the possibilities for exten- 
sive growth of industrial activity and 
natural resources development through 
the availability and utilization of its 
power resources. 

In a foreword on the cover appears 
this note: “This graphic presentation of 
Pacific Northwest opportunities is in- 
tended to stimulate the active participa- 
tion of the citizens of the Pacific North- 
west and the public agencies that serve 
them—as well as the staff of the Bonne- 
ville Power Administration itself—in the 
development of the region’s power and 
related resources. By itself, this pres- 
entation is only a framework setting out 
development problems of regional con- 
cern, and the possible solutions in which 
power can be a tool.” 

“Power as a tool’—that is the pre- 
dominant note throughout these pages. 
As is stated in the preface, 

This analysis is presented as a basis for a 
full and well-formulated program for re- 
gional power development. .. . As a Bonne- 
ville Power Administration statement, it is 
an attempt to put the power program, which 
is the particular interest of Bonneville, into 


its essential setting, and to show its relation 
to the total development of the region. 


The purpose of the program and the 
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physical development of the region are 
touched upon in these extracts from the 
preface: 


That underlying aim for the whole region 
and for all the agencies that serve it, is to 
create a stronger and better-balanced econ- 
omy, by raising it further from its status of 
a mere colonial producer of raw material. 
The wastefulness of unused rich resources 
-_ be changed to wealth productively 
used. ... 

The entire program for physical develop- 
ment is based primarily on using the rivers 
of the region. In the Pacific Northwest the 
multiple-purpose project for the use of water 
has been found decidedly the most advan- 
tageous. It is the only feasible means of 
combining wide utilization and wise conser- 
vation of all land and water resources. Such 
river development provides for navigation, 
irrigation, flood control, and the production 
of power. It also provides industrial oppor- 
tunities, directly and immediately through 
the actual public project, and subsequently 
by opening up the way to all the private uses 
of power. 

River development, through the multiple- 
purpose project, has already proved itself. 
... And finally, there is power—the great 
modern tool. Already half the region’s enor 
mous power comes from the multiple-pur- 
pose river development projects. 


Then it is asserted, under the heading, 
“The Place of Power in This Program,” 
that hydroelectric power is an outstand- 
ing resource in the Pacific Northwest, 
that it is “a product of the river develop- 
ment project, and is the means of en- 
larging the benefits of all the other 
phases of the project.” Naming it as the 
principal key to the development and use 
of other regional resources, various ap- 
plications of power are thus listed : 

. . . Power irrigation and drainage pump- 

ing facilitate reclamation. Power widens the 


usefulness of both farmer and crops to an 
indefinite horizon, Power draws minerals 


JUNE 7, 1945 





PUBLIC UTILITIES FORTNIGHTLY 


from the earth; becomes an essential in- 
gredient in electromanufacturing; and cuts 
down the cost of other manufacturing. Power 
supplies terminal, storage, and distributing 
services in commerce. Power fosters the 
growth of many diverse industries and, avail- 
able everywhere, distributes them through- 
out the region. Power raises the level of liv- 
ing in city and country. Power is the invisible 
magic that flows in abundance from river 
development and leads to regional develop- 
ment. 


Eyre scope of Bonneville’s transmis- 
sion system is referred to, as tied in 
with power production: 

The transmission of power is the impor- 
tant corollary of its production. A trunk 
transmission system for the Pacific North- 
west was begun in 1938. The years since then, 
during which industry has expanded great- 
ly, have been a commensurate growth of 
transmission lines, and the establishment of 
a region-wide power network that includes 
both public and private power facilities. 

The great grid system, which girdles the 
region, makes available a large and flexible 
supply of power to all public and private 
distribution systems. At the end of 1943 the 
government’s Columbia river power system 
was transmitting to large industries and the 
power-distributing agencies of the region l,- 
125,000 kilowatts, about as much as the com- 
bined capacities of all other power systems 
in the region. 


Following these introductory com- 
ments, the statement outlines in some de- 
tail what is termed the basic physical pro- 
gram, with a full-page map of the region 
and a schematic diagram, in colors, of 
“principal projects, relationships, and 
results.” 

Almost all of the remainder of the 
book—some 85 pages—is taken up with 
“Power and Natural Resources Utiliza- 
tion,” under these three divisions: 


(a) Land and agricultural develop- 
ment—irrigation power realization. 


(b) Industry and commerce devel- 
opment—listing a dozen or more 
groups, ranging through light metals, 
chemicals, forest products, and vari- 
ous industries. 

(c) Domestic and commercial 
power development—covering rural 
and urban power use; electric house 
heating and air conditioning; electric 
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steam generation and transportation 
power utilization. 


Page after page of exhaustive detail is 
devoted to each of these divisional sub- 
jects, in text, charts, and maps, referring 
to an infinite variety of products, proc- 
esses, and industries—with the emphasis 
on the relation of power to each one. 


yeh nom pages are next devoted to the 
“Power System Development Pro- 
gram.” In the preface under this head- 
ing, these statements are made as to ob- 
jectives: 


The fundamental purposes of the Federal 
government’s transmission system develop- 
ment should be: to obtain maximum effi- 
ciency in production and transmission of the 
power developed; generally to insure and to 
distribute the economic and social benefits of 
power production; and to protect the great 
public investment in power and multiple-pur- 
pose projects, and to secure greatest prac- 
ticable economic returns therefrom. 

The fundamental marketing policy of the 
administration also has a very strong bear- 
ing upon the basic purposes and form of the 
government’s transmission system: “The 
benefits of low-cost Federal hydro power 
should be spread over the widest possible 
area limited only by the economics of trans- 
mission line construction and operation.” 

If these fundamental purposes are to be 
served, another basic principle must be fol- 
lowed—that of sound economical construc- 
tion of power-generating and transmission 
facilities in advance of development of 
promising power markets in various parts 
of the region. 


Then follows a statement which may 
be considered as a declaration of a funda- 
mental principle, and definitely charac- 
teristic of the policies of all governmen- 
tal public power projects: 


The central transmission system thus is 
necessary to carry out the fundamental con- 
cepts of public power development, to pro- 
vide for delivery of energy to all localities 
within economic transmission range, to open 
markets for power generated at multiple- 
purpose dams and reservoirs, and to assist 
in making the projects self-supporting. 


And, as a corollary to this, the state- 
ment adds: 

The present system has been created as a 
basic network for the unification of Grand 
Coulee and Bonneville power projects and 
the delivery of their output to main load cen- 
ters. It must be improved and expanded to 
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“DAR-LING!! ’VE BEEN TRYING TO GET YOU ON THE PHONE ALL MORNING!” 


serve a similar function for proposed plants 
and potential loads. It should seek to include 
new projects, to develop latent resources of 
land and water, to enhance and spread eco- 
nomic upportunity, to distribute social bene- 
fits, and not merely to develop the largest 
and cheapest power sources. 

In scanning the pages of this Bonne- 
ville book of “Opportunities,” one is im- 
pressed that for those who are especially 
interested in the Pacific Northwest and 
its future, it should be a source of much 
helpful information. 

_ One is also impressed that the admin- 
istration has lived up to its frank state- 
ment of the purpose of this book—it has 
missed no opportunity to set forth in at- 


tractive terms the scope of its power-gen- 
erating and transmission facilities, and 
the part it hopes they may play in the 
growth and development of that section 
of the country. 


HIS book, with its extensive statis- 

tical studies, should be an effective 
piece of publicity to promote Pacific 
Northwest opportunities and Bonneville 
power. Moreover, it also contains so 
many statements which illustrate the un- 
derlying philosophy in the administration 
of these governmental public power proj- 
ects, that it can well serve as a source 
book of information upon that phase of 
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the subject of river basin developments. 

There are several bills now before 
Congress to create regional river valley 
authorities. The passage of any one of 
these bills would affect materially the fu- 
ture outlook of business-managed elec- 
tric utilities in the region concerned. For 


enlightenment upon the methods and 
policies of one of the most important of 
the already established Federal river 
basin development organizations, this 
Bonneville Power Administration book 
provides instructive reading. 


—R. S.C. 





St. Lawrence Seaway 


N informative pamphlet has recently 
been issued by the Commerce and 
Industry Association of New York, Inc., 
on “The St. Lawrence Seaway Project— 
A Statement Advocating Its Permanent 
Abandonment As Economic Fallacy.” 
The publication of this report was 
prompted by the continued efforts of 
sponsors of this power-seaway develop- 
ment which, despite rejection at various 
times in the past by Congress, is now 
before the House in a bill (HR 671) in- 
troduced by Representative Pittinger 
(Republican, Minnesota). 

While the power phase is not touched 
upon in this report—the association is- 
sued a definitely adverse report in 1941 
when the project was being advocated 
from the power angle in HR 4927—the 
data presented upon the various factors 
having to do with navigation tie in with 
the plans to generate hydro power and 
make instructive reading. 

Comprehensive, though brief, descrip- 
tion of the proposed project gives a clear 
picture of what an extensive undertak- 
ing is contemplated, and the complica- 
tions involved in its successful operation. 


An outline of its history from 1900 to 
date is given, itemizing the several times 
the proposal has been before Congress, 

Under the general heading, “Major 
Factors to Be Weighed,” analytical con- 
sideration is given to “cost,” “benefits,” 
and “will the benefits compensate for the 
cost ?” 

Factual information is presented upon 
each of these questions. The details 
indicate that upon several of the prac- 
tical problems to be met, proponents of 
this development indulge in “wishful 
thinking” rather than giving heed to the 
experienced views of steamship men who 
are familiar with the actual conditions to 
be met in operating on this waterway. 
Fog, ice, and slow speed through inland 
waters all contribute to lengthened 
round-trip voyages and added operating 
cost. 

The data in this pamphlet provide ad- 
ditional material upon this much-dis- 
cussed subject. The value of this partic- 
ular report is in its conciseness in 
presenting points — sometimes ignored 
— which have a very definite bearing 
upon the practical economic features. 





Notes on Recent Publications 


Exectric Power FROM THE WIND. By Percy 
H. Thomas. Federal Power Commission, 
Washington, D. C. March, 1945. 

This survey was prepared by a senior en- 
gineer in the office of chief engineer of the 
commission. In 57 pages of text, followed 
by 16 pages of exhibits (tables, charts, and 
illustrations), is presented an interesting 
contribution to the question of the potential- 
ities of the wind as a source of electrical 
energy. 


In a foreword it is stated that the results 
of this initial survey are published in limited 
edition, so that the basic data and tentative 
conclusions may be studied by engineers and 
others interested in the subject. 


THE TVA’s Lessons FoR INTERNATIONAL AP- 
PLICATION. By Herman Finer. International 
Labor Office, Montreal. 1944. Studies and 
Reports, Series B (Economic Conditions) ; 
No. 37. 289 pp. $2; 8s. 
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The March of 
Events 


Truman Changes Cabinet 


pee Truman on May 23rd carried out 
a major reorganization of his Cabinet by 
accepting the resignations of Attorney General 
Francis Biddle, Secretary of Labor Frances 
Perkins, and Secretary of Agriculture Claude 
R. Wickard, 

He immediately appointed Thomas C. Clark 
of Dallas, Texas, assistant attorney general, 
to be Mr. Biddle’s successor; Judge Lewis B. 
Schwellenbach of Spokane, Washington, as 
Secretary of Labor; and Representative Clin- 
ton P. Anderson, Democrat of New Mexico, 
to succeed Mr. Wickard. The latter was nomi- 
nated as director of the Rural Electrification 
Administration. 

The President made clear that he was not 
making changes in the State and Treasury de- 
partments. 

Asked whether Henry Morgenthau, Jr., had 
submitted his resignation as Secretary of the 
Treasury, Mr. Truman said that he had not and 
that if the Secretary had he would not have 
accepted it. 

Except in the case of Mr. Wickard, the 
resignations will take effect June 30th. Mr. 
Wickard’s resignation will become effective 
when he is confirmed as REA Administrator. 

Mr. Truman is not expected in political 
circles to make changes in the War and Navy 
departments during the war. Nor has there 
been any indication that the resignation of 
Harold L. Ickes as Secretary of the Interior 
was imminent. 


Lilienthal Confirmed 


7 reappointment of David E. Lilienthal 
as chairman of the Tennessee Valley Au- 
thority was confirmed on May 21st by the Sen- 
ate, with Senators McKellar and Stewart of 
Tennessee alone voting a decisive “no.” 

It was a voice vote and thus not one of rec- 
ord, but Stewart and McKellar arose in turn 
to ask to be recorded as in opposition to Lilien- 
thal. The debate was brief. McKellar led off 
by reading a statement which he and Stewart 
previously had made in declaring Lilienthal 

“personally and politically obnoxious” to them. 
As he reached that phrase McKellar turned 
to survey the entire membership, asking them 
to take particular note of it. 

Senator Barkley of Kentucky, the majority 
leader, spoke in behalf of Lilienthal’s con- 
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firmation, saying his record as an administra- 
tor was good. 


FPC Denies Gas Export 


HE Federal Power Commission, in refus- 

ing last month to allow natural gas to be 
exported from Texas to Mexico, may have 
established a policy regarding use of gas for 
industry. The Reynosa Pipeline Company of 
Corpus Christi, Texas, sought to construct a 
line from a Rio Grande valley field to the 
Mexican border city of Reynosa, where it 
would be extended by Mexican interests to 
Monterrey. 

The FPC dismissed the application without 
prejudice, contending, among other things, that 
there was insufficient evidence that the fuel 
is needed in connection with the war. 

The FPC turned down the Reynosa appli- 
cation despite support from the Commerce 
Department’s foreign trade division and the 
Office of the Codrdinator of Inter-American 
Affairs. 


Urges U. S.-state Jurisdictions 


MENDMENT of the Natural Gas Act to limit 

the jurisdiction of Federal agencies, such 
as the Federal Power Commission, to the 
“area of interstate transportation of gas and 
sale of gas in interstate commerce for resale” 
was proposed last month by the Petroleum In- 
dustry War Council. In an amplification of the 
preliminary report on a national oil policy 
issued on February 28th, PIWC proposed that 
the jurisdictions of Federal and state authori- 
ties be more clearly defined. 

A 4-point program by which the Federal 
government can assist the industry and the 
states in the development, production, and con- 
servation and utilization of oil and gas was 
proposed. 


Ad Association Meets 


N view of travel restrictions, the Public 

Utilities Advertising Association will not 
hold its annual convention this year. Instead, 
the national and regional officers and directors 
of the association will convene for a stream- 
lined conference at the Edgewater Beach hotel 
in Chicago on June 5th and 6th. 

New advertising problems created by recent 
developments will be discussed. 
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TVA Aids War Output 


A" least 75 per cent of Tennessee Valley Au- 
thority power now goes into war produc- 
tion, the authority estimated recently in a year- 
end report. The TVA was twelve years old 
May 18th. 

Devoted mainly to war for the last five years, 
TVA nevertheless is becoming more closely 
identified with life of the river valley, the re- 
port said, pointing out that the authority has 
more than 300 contracts and agreements with 
departments of government, institutions, and 
localities in the valley states. 

The report said that as of February 28, 1945, 
TVA was saving more than a half-million users 
some $11,000,000 on their annual power bill. 
Gross power revenue to this date is $166,703,- 
256. Of this, $9,959,215 has been paid in lieu 
of taxes. Present installed capacity is 2,184,842 
kilowatts, with 32,000 more kilowatts’ capacity 
now under construction. 

In addition to building 16 dams and a 600- 
mile, 9-foot navigation channel, TVA has 
leased or established 27 parks covering more 
than 16,000 acres. 

The report, covering the 12-year period, said 
nearly 19,000,000 board feet of saw timber and 
18,343 cords of cordwood had been taken from 
TVA lands. 


SEC Refuses Stay 


HE request of the Associated Gas & Elec- 

tric Company, the Associated Gas & Elec- 
tric Corporation, and Gas & Electric Associates 
for a stay of all proceedings on a pending plan 
for recapitalization of the New England Gas 
& Electric Association was denied on May 
17th by the Securities and Exchange Commis- 
sion. 

The three companies, which have claims 
totaling $30,000,000 against New England, 
sought to have the recapitalization proceedings 
postponed until the issues regarding the valid- 
ity, extent, and rank of their claims had been 
determined. 

In denying the motion, the commissioners 
said the arguments advanced by the applicants 
seem to overstate the difficulties and risks 
faced by the claimants if the hearing proceeds 
as ordered beginning May 22nd. The commis- 
sion admitted the issues regarding the claims 
“will have to be determined before we can 
finally pass upon the plan,” .but added that 
“since this is a time-consuming process and 
since we are not yet prepared to announce any 
conclusions with respect to the claims, it seems 
to us that the most orderly course is to pro- 
ceed to hearing on such other aspects of the 
case.” 

The adverse decision, however, stated that 
the commission recognized the convenience of 
the applicants ‘might be served by an early 
indication of our conclusions on the claims” 
and “we shall endeavor to announce them 
through an opinion to be issued as promtly as 


JUNE 7, 1945 


possible, prior to the closing of the record on 
the pending plan and prior to the issuance of an 
order or orders on the entire proceedings.” 


WPB Relaxes Control 


or the first time since the United States 

entered the war, utilities may build new 
lines and other facilities up to $25,000 worth 
of materials without first getting permission 
from Washington. 

The War Production Roard amended its 
Utilities Order U-1, covering electric, gas, and 
water utilities so that the $25,000 ceiling is 
placed on construction which need not be ap- 
proved. The order previously prohibited any 
construction of line extensions to serve new 
customers except as permitted under special 
supplemental orders and limited capital addi- 
tions to plants to $10,000. 

At the same time, WPB amended orders 
which had limited purchases and inventories 
of watt-hour meters and small transformers 
needed to serve residential and farm service 
extensions. 

Another major amendment to the order per- 
mits construction of plant improvements nec- 
essary to render service in accordance with 
“sound and economical standards.” Previously 
the order held improvements to those required 
to keep service up to “minimum standards.” 

A high priority rating of AA-1 will be 
available for plant expansion materials up to 
$10,000 except for transmission and distribu- 
tion materials such as pole line hardware and 
transformers and meters which will get an 
AA-2 priority. All materials between $10,000 
and $25,000 will get this rating. 

AQ 


Plans for Reconversion 


F the West is to hold its own in the recon- 
version race, concrete plans must be made 
now for rapid changeover to peacetime pro- 
duction by small manufacturers, Bonneville 
Power Administrator Paul J. Raver said re- 
cently. 

Raver’s statement accompanied announce- 
ment of a Bonneville program to display in a 
number of Northwest cities, materials, equip- 
ment, and miscellaneous hardware items used 
in the construction of transmission lines and 
substation facilities that could be manufactured 
in the Northwest by small industrial operators 
with a minimum of retooling. 

The program has been developed by Bonne- 
ville’s division of industrial and resources de- 
velopment to assist small Northwest indus- 
tries in appraising the manufacturing oppor- 
tunities and potential markets in the field of 
electric transmission and distribution line hard- 
ware and equipment. 

The displays are accompanied by catalogues 
containing information as to quantities pres- 
ently required and estimated needs for the fu- 
ture; methods of manufacture; descriptive 
material and specifications. 
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“To hold economic gains already achieved 
in the West,” Raver said, “it is as vital to keep 
qur existing small industries busy as it is im- 
portant to attract new major industries to this 
part of the country. 

“Although the Bonneville construction pro- 
gram is a sizable one, its requirements are but 
a part of the over-all requirements in the Pa- 
cic Northwest—and possibly the entire West 


coast. 

“We therefore hope to have other Federal 
agencies and public and private power groups 
join in the program so as to increase the over- 
all number of items required as well as to di- 
versify further the types of materials needed.” 

Raver stated that studies conducted during 


the last few months in codperation with other 
agencies indicated that a total of more than 
$7,700,000 worth of line hardware equipment, 
exclusive of conductor, would be needed in the 
Pacific Northwest in the first three postwar 
years. 

“As this program takes hold,” Raver said, 
“there is no reason why its scope should not be 
widened to include the local manufacture of 
even heavier items. Considerable large plant 
space and equipment will be available at the 
close of the war. The manufacture of large 
turbines and generating equipment is not in- 
conceivable and there is a certain market for 
both export and domestic consumption of these 
and other types of hydroelectric equipment.” 


e 
Alabama 


Favors Waterway System 


HE state senate favors construction of the 

long-debated Tennessee-Tombigbee water- 
way system, and was recently reported to have 
asked Congress for speedy passage of the nec- 
essary legislation. 

The Alabama lawmakers made known their 
views on the subject last month by unanimously 
adopting a resolution offered by Orlan B. 
Hill, of Lauderdale county. 

The projected waterway, said the resolution, 


would be generally beneficial to the nation, and 
would shorten by several hundred miles the 
water distance between midwest points and the 
Gulf of Mexico. 

Proponents of a bill to authorize construc- 
tion of the system are seeking congressional 
reconsideration of the proposal. The water- 
way was included in a recently adopted post- 
war rivers and harbors measure, but was 
stricken at the last moment. 

Army Engineers were scheduled to hear 
arguments for the system May 28th in Mobile. 


Arkansas 


Would Cancel Franchise 


IEUTENANT Governor J. L. Shaver, lawyer, 
of Wynne has been employed by the city 
to examine the franchise now held by the Ar- 
kansas Power & Light Company and to take 
any action necessary to cancel the franchise for 
breach of contract, Mayor O. H. Pool an- 
nounced recently. 
The action was taken, the mayor said, in a 


resolution adopted by the Wynne city council 
on May 7th. The mayor was directed to employ 
counsel for the purpose of canceling the fran- 
chise and advising the procedure necessary for 
the purchase or condemnation by the city of 
Wynne of the company’s electric plant and dis- 
tribution system in the city. Dissatisfaction 
with service rendered by the company to the 
city impelled the action by the council. The ex- 
clusive 25-year franchise has six years to run. 


California 


Merger Approved 


Cao of the Niland and Calipatria 
water districts, with the higher Calipatria 
rates to prevail, by the Southern California 
Company, has been approved by the state rail- 
toad commission, it was announced last month 
in San Francisco. 

The commission explained that Niland con- 
sumers had complained about poor service and 
that improvements would require the increase. 
It instructed the company to keep separate ac- 
counts for future rate studies. 
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Plea Amended 


A RESOLUTION asking Congress to authorize 
plans for the erection of a power trans- 
mission line from Shasta dam to Antioch and 
construction of a steam stand-by plant at that 
city was amended in the state senate water re- 
sources committee last month, but final passage 
was withheld. 

The resolution was opposed by Eustace Cul- 
lin, attorney for the Pacific Gas and Electric 
Company, who declared his company is ade- 
quately serving power users in central Cali- 
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fornia and there is no need for the Federal 
government to go into the power business, 
“subsidized by the U. S. Treasury.” 

An amendment by Senator Bradford Critten- 
den, Republican of Stockton, that due consid- 
eration be given the “prior claims of irrigation, 
flood control, navigation, and salinity control” 
in construction of the line was adopted. The 
bill was sent out to reprint and was scheduled 
to be heard again in a few days. 


Fare Ruling Appealed 


HE state supreme court was petitioned last 
month by the Market Street Railway in 
San Francisco to modify a ruling of last Sep- 


tember ordering the now liquidated railway to 
return $705,794 in impounded excess fares 
either to patrons holding receipts or the state, 

The excess fares represent the cent differ. 
ence between the 6-cent fare ordered in No- 
vember, 1943, by the state railroad commis- 
sion, and the 7-cent fare collected by the com- 
pany until litigation was settled by the U. S. 
Supreme Court. Last September the lines were 
sold to the city of San Francisco, further 
complicating the case. 

In the latest petition for modification, at- 
torneys for the private company contend the 
state was not a party to the proceedings and 
only those patrons who hold receipts are en- 
titled to a one-cent rebate. 


Georgia 


Gets Gas Rate Reduction 


T HE state public service commission recently 
announced revisions in the natural gas rates 
of the Georgia Power Company at Columbus 
which will effect savings of $45,449 per year 
to the company’s natural gas consumers, prin- 
cipally to residential users. 

The revision increased large commercial and 


industrial users’ rates approximately $4,899 a 
year, and at the same time revised and unified 
all gas rates of the company for natural gas 
service, 

The company serves 8,569 consumers in the 
Columbus area. The new rates will reduce all 
gas bills in excess of the minimum bill of $1, 
cutting the average customer’s bill 32 cents a 
month, 


Indiana 


Cities Must Pay State Tax 


J sorana cities must pay state gross income 
tax on municipal business enterprises, the 
Indiana Supreme Court has held in a recent 
opinion. The ruling interpreted a 1937 amend- 
ment to the gross income tax law making cities 
responsible for taxes, and applied specifically 
to Linton, Evansville, Tipton, and Michigan 
City. The court held state tax is due on re- 
ceipts from sale of gas, water, and electricity 
by the Linton municipally owned utilities; on 
receipts from city markets, wharfs, golf 
courses, sale of gasoline and oil at the airport, 
and sale of cemetery lots and graves at Evans- 
ville ; receipts from a municipal swimming pool 
at Tipton; and receipts from a tennis associa- 
tion and compensation received for services 
given by the city fire department outside the 
city limits at Michigan City. 

The higher court’s decision reversed the find- 
ing of Marion County Superior Court, and 
was given on an appeal by the state from the 
superior court decision. The state’s motion for 
new trials was sustained by the supreme court. 

In the lower court, it had been held that 
some ges businesses were not subject to 
taxation, and refunds of previously paid taxes 
were ordered, 

In the opinion, the supreme court pointed out 
the Indiana general assembly, in enacting the 
amendment to the tax law, “may have thought 
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that the current trend of government into 
fields ordinarily occupied by private enterprise 
needed curbing.” The amendment relieves cer- 
tain utilities from property taxes, but the court 
held it provides that municipalities still are sub- 
ject to the state tax on gross income. 


Permitted to Raise Pay 


C= operating sewage disposal plants or 
other public utilities may authorize addi- 
tional compensation for certain city officials 
under terms of a 1945 legislative act now in 
effect, James A. Emmert, attorney general, held 
in a recent opinion. 

Mr. Emmert, in answer to a question from 
Otto K. Jensen, chief examiner of the state 
board of accounts, held the new act authorizes 
“the common council of a city . .. which owns 
and operates. a sewage disposal plant or any 
other utility or utilities, to provide by ordi- 
nance additional compensation for the mayor, 
city attorney, city engineer, city controller, 
and city clerk or city clerk-treasurer, either by 
way of per diem or salary, whether said named 
persons are in fact public officers or not, and 
whether they have a fixed term or not.” 


Commission Secretary Named 


"E ypsesenon Ralph F. Gates last month an- 
nounced the appointment of Sam Busby, 
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Richmond, former deputy state securities com- 
missioner, as secretary of the state public serv- 
ice commission. Mr. Busby succeeded Glen L. 
Steckley, Bloomington, a Democrat, who had 
held the post the last three years. 


The new commission secretary had been with 
the state securities commission five years. He 
served first as an investigator and then was in 
charge of criminal investigation before becom- 
ing deputy commissioner. 


Kansas 


Carbon Plant Authorized 


HE Kansas Corporation Commission last 

month granted authority to the Columbian 
Carbon Company to build a $1,000,000 carbon 
black plant near Hickok, in Grant county. 


Richard B. McEntire, commission chairman, 
said the plant would use approximately 15,- 
000,000 cubic feet of gas daily from the huge 
Hugoton sweet gas field. The company must 
pay the prevailing price for gas consumed 
which now is 4 cents a thousand. 


5 
Kentucky 


City Employs Counsel 


jo toward obtaining a reduction in elec- 
tric rates from the Louisville Gas & 
Electric Company will be taken by the city in 
the near future, Mayor Wilson W. Wyatt said 
last month by telephone from Chicago after 
announcing that the city has employed Spencer 
Reeder, Cleveland attorney, to aid the city. 
About a year and a half ago, Louis R. How- 
son, Chicago utility engineer employed by the 
city, reported after a 10-month study of the 
properties of the LG&E that the valuation 
which should be applied on the holdings for 


rate-making purposes ought to mean a sub- 
— reduction in electric rates in Louis- 
ville. 

The mayor with Law Director Richard H. 
Hill and Lewis C. Carroll, law department 
assistant, met Reeder and Howson in Chicago 
on May 15th and discussed Reeder’s employ- 
ment and a course of action based on How- 
son’s report. The conference and the employ- 
ment of special counsel are moves “toward 
taking specific action in seeking a reduction 
in electric rates,” the mayor said, pointing out 
that exactly what steps would be taken still 
was undecided. 


Louisiana 


Appeal under Advisement 


HE Memphis Natural Gas Company’s 

legal fight for a gas pipe-line right of way 
across Louisiana highways was taken under 
advisement last month by the U. S. Fifth 
Circuit Court of Appeals. The company had 
applied for an injunction to restrain the state 
highway department from canceling previous- 
ly granted highway crossing permits. 

Allen T. Shotweli of Monroe, Louisiana, 
company attorney, told the court that permits 
had been issued for 14 highway crossings Au- 
gust 9, 1944. He said the permits were can- 


celed August 20th, one week before the Fed- 
eral Power Commission heard the company’s 
application for a certificate of public necessity 
to build a pipe line from Louisiana natural 
gas fields to Memphis consumers. 

He charged that state interests were “trying 
to build a Chinese wall around Louisiana” and 
that cancellation of the permits would inter- 
fere with interstate commerce and violate the 
Fourteenth Amendment of the Constitution. 

The gas company recently won the court’s 
approval of the FPC certificate permitting con- 
struction of the proposed line from gas-pro- 
ducing areas in Louisiana to Memphis. 


> 
Maryland 


Company was filed last month by the state 
public service commission. 

The complaint in question was filed against 
the commission and utility company by the 
Rustless Iron & Steel Company after the state 
regulatory body had ruled that the rates 


Answer Filed 


A MOTION asking the circuit court of Balti- 
more to strike out the complaint of the 
Rustless Iron & Steel Company against it and 
the Consolidated Gas, Electric Light & Power 
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charged by the utility would be considered as 
a whole—not separately as to gas and elec- 
tricity—in the determination of proper charges 
for service. 

At the same time, Judge Joseph Sherbow 
granted Philip H. Dorsey, people’s counsel, 
the right to intervene in the suit as a defendant. 

The commission’s motion was based on 
technical grounds and directed against a 39- 
page bill of complaint filed by the Rustless 
Iron & Steel Company. In its motion, the 
commission alleged that the Rustless Iron & 
Steel Company’s bill violates the general equity 


rules of procedure which provide that “every 
bill or petition shall be expressed in terms as 
brief and concise as it reasonably can be, and 
shall contain no unnecessary recitals or docu- 
ments of any kind ... or any matter scan- 
dalous and not relevant.” 

The commission took issue with the section 
of the complaint in which the Rustless Iron 
& Steel Company claimed to “include all other 
electric customers and ratepayers” as plain- 
tiffs, asserting that the company “has not 
shown, in its bill of complaint or otherwise, 
that it represents any ratepayer except itself.” 


Pp 
Michigan 


Refund Order Countermanded 


yer’ Judge Leland W. Carr on May 17th 
held invalid an order of the state public 
service commission instructing the Michigan 
Bell Telephone Company to rebate $3,500,000 
to its 1944 customers. The decision was ex- 
pected to be appealed to the state supreme 
court and, meanwhile, to affect some $10,000,- 
000 in other rebates ordered against other 
utilities. The commission ordered rebates on 
grounds that $3,000,000 of it represented an 
illegal reserve for Federal excess profits tax, 
that the company had increased its deprecia- 
tion fund illegally by $250,000, and that it had 
listed its contract with the American Tele- 
phone and Telegraph Company at $250,000 
more than it should have. 

Judge Carr pointed out that the commission 
based its order on a section in the 1939 state 
law which eliminated the former public utili- 
ties commission and created the public service 


commission, giving the latter broader powers. 
He held that if the state legislature intended 
to grant such wide powers, it was an unau- 
thorized grant of legislative authority. 

James H. Lee, Detroit assistant corporation 
counsel and the city’s expert on utilities, said 
the city would appeal the Carr decision to the 
state supreme court. Lee commented: 

“The decision is the exact opposite of the 
Michigan Supreme Court’s ruling in May that 
the Michigan Public Service Commission’s 
duty was to issue such rate reduction orders as 
would enabie public utilities to avoid paying 
Federal excess profits taxes.” 

Lee said that, if Judge Carr’s decision 
stands, “it will result in hamstringing the 
MPSC forever—it amounts to a virtual emas- 
culation of the commission.” 

James W. Williams, assistant attorney gen- 
eral, said there was “a slight possibility” that 
Judge Carr’s order would not affect the 
Detroit Edison Case. 


Missouri 


Commissioners Confirmed 


HE state senate last month confirmed Gov- 
ernor Donnelly’s reorganization of the 
state public service commission. 


Confirmed were Morris E. Osburn of 
Shelbyville, designated by the governor as 
chairman of the commission; E. L. McClin- 
tock, Cape Girardeau; and Charles Henson, 
Springfield, who was reappointed. 


y 
Nebraska 


To Vote on City Power 


M+% Emil Niemann recently announced 
the city commission would call a special 
election “at the earliest possible date” to give 
Nebraska City an opportunity to buy the local 
electric system for a base price of $873,000. 
“There has been a tentative agreement be- 
tween the Consumers Public Power District 
and your committee whereby the Consumers 
District will accept a base price of $873,000 
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as of March 3lst,” said a letter from the city 
utility board of the city commission. 

The transaction would include power plant, 
gas pipe line, and rural transmission lines. 

“In addition to this (the $873,000) there will 
be the actual cost of engineering legal expense 
and expense of calling Consumers bonds at 
premiums specified in its outstanding bond is- 
sue affecting these properties, estimated at 
$45,000, plus inventory of material and sup- 
plies on hand estimated at $10,000, less- net 
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earnings from March 3lst to date of acquisi- 
tion,” the letter continued. 

The statement by Mayor Niemann and the 
city commission said the election would 
called as soon as Consumers’ offer is reduced 
to writing. 

“We concur with the utility board’s recom- 
mendation and believe it is for the best in- 
terests of all citizens of Nebraska City for 
them to vote on and accept this proposal and 
acquire the electric utility for Nebraska City 
on the above basis in order to promote the fu- 


ture welfare and prosperity of the city,” the 
council’s statement declared. 

The council has approved a contract with 
Wachob-Bender Corporation of Omaha for 
financing purchase of the properties with 
revenue bonds at 2 per cent interest. The 
cost of the issue was fixed at $5,000. In an- 
other contract signed at the same time the 
Omaha bond house agreed to refund the 
obligations of all three city utilities electric 
(if it is acquired), water, and gas—at the 
same rate of interest and an expense of $4,500. 


y 
New York 


Commission Issues Report 


ATE reductions by utility companies in New 
R York state during 1944 amounted to nearly 
$3,500,000, the state public service commission 
announced last month in a summary of its an- 
nual report to the state legislature. Savings to 
the public of $2,000,000 for 1945 are forecast 
on the basis of the rates that prevailed before 
1944, The report declared that after three 
years of rising prices, the cost of gas, elec- 
tricity, telephone, telegraph, water, and trans- 
portation services had not increased since the 
war started. 

Proceedings against ten of the principal bus 
companies operating in New York city were 
in progress, the report continued. “It is a 
well-known fact,” it asserted, “that bus service 
in the metropolitan area leaves much to be 
desired, and if the companies cannot improve 
their service they should be required to reduce 
fares. Since the report was prepared the Sur- 
face Transportation Corporation has made a 
reduction of $50,000 annually and a proceeding 
against it has been closed.” 

The commission said it had encouraged the 
utilities to finance their needs by the sale of 
securities through competitive bidding. 

Regarding the valuation property, figures 
are cited in the report to. show that write-offs, 
ordered in original cost determinations and 
other proceedings, and increases in deprecia- 
tion reserves have brought total improvements 
in company book values to more than $300,- 
000,000 since this work was started several 
years ago. 

Another section of the report shows that 
2,500 miles of electric lines were constructed 
during the year, adding that depletion of the 
number of available farm workers makes 
“adequate power for use in agricultural pro- 
duction a vital necessity.” The commission, it 
said, is making efforts to bring about extension 
of electric service to farm areas where lines 
have not been built. 


Utility Plans Expansion 


HE Brooklyn Union Gas Company last 
month announced that it plans to spend 
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$5,000,000 during the coming year on an ex- 
pansion program that will increase the 
capacity of gas-manufacturing facilities by 
20,000,000 feet. 

Within five years after the war, according 
to recent surveys made by the company, 40,- 
000,000 to 50,000,000 cubic feet may be added 
to current daily peak output as a result of 
increased use of gas for domestic and com- 
mercial purposes. The company’s peak day in 
the current year occurred in January, when 
138,000,000 cubic feet of gas was consumed. 
Capacity of the Greenpoint and Citizens works 
is about 140,000,000 cubic feet a day. 

With installation at the Greenpoint plant of 
two additional gas generators, each capable 
of producing 10,000,000 cubic feet of carbu- 
retted water gas a day, the company will have 
eight sets of such generators in use. Other 
installations include new purifying equipment 
at the Citizens works, three new compressors, 
more than two miles of 42- and 48- inch high- 
pressure transmission mains, a high-pressure 
boiler with a steam-producing capacity of 60,- 
000 pounds an hour at 650 pounds per square 
inch pressure, a million gallon tar storage 
tank, and an 8-inch oil pipe line. 


Set Fare Study 


HE New York City League of Women 

Voters decided unanimously in annual 
convention on May 16th to make a year’s study 
of the 5-cent fare issue, then listened to the 
views of a panel of financial experts who could 
agree only that more revenue was needed to 
run the city’s transit system properly. 

In the discussion before the 300 delegates 
at the Hotel Commodore, Paul Windels, presi- 
dent of the City Transit Committee and 
former city corporation counsel, stood alone 
on the panel in contending that a flat increase 
in subway fare would provide a satisfactory 
solution. 

The proposal winning the widest acceptance 
on the 5-man panel was that advanced by Mor- 
ton Baum, tax consultant and former assistant 
corporation counsel, for an increase in the city 
sales tax from the present 1 per cent to 2 per 
cent. The extra 1 per cent, which would raise 
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$35,000,000 a year, would be earmarked for 
subway rehabilitation for a 3-year trial period, 
he said. 

C. D. Williams, assistant counsel to the 
board of estimate at the time of subway uni- 
fication, preferred an increased fare on long 
subway rides, the exact rate to be determined 
on a zoning system. 

With Dr. Paul Studenski, professor of 
economics at New York University, acting as 
moderator and thus merely steering the debate, 
the only other speaker, Dr. John Bauer, pub- 
lic utility consultant and former financial and 
rate expert for the city, suggested token sales 
as a means of raising additional revenue. 


Under his plan the fare might be raised to a 
dime for persons using coins, but those buy- 
ing tokens in bulk could ride for a nickel. He 
contended that many persons would buy 
tokens and never use them, while others would 
drop a dime in the slot rather than carry 
around a pocket full of tokens. The city would 
make from $10,000,000 to $15,000,000 a year in 
this way, he said. 

The basic opposition to the Windels pro- 
posal was that a fare increase would produce 
an automatic drop in the t.avel load, parti- 
cularly on the profitable short hauls, thus not 
materially cutting down the system’s deficit, 
estimated at $41,100,000 for the current year. 


Pennsylvania 


Gas Association Elects 


he C. SmirtH, president of the Harrisburg 
Gas Company since 1935, was elected presi- 
dent of the Pennsylvania Gas Association at the 
thirty-seventh annual meeting held in Phila- 
delphia on May 16th. He succeeded Charles 
K. Steinmetz, Pennsylvania Power & Light 
Company, Carlisle, Pennsylvania. 

Mr. Smith was graduated from the Uni- 
versity of Pennsylvania in mechanical en- 
gineering in 1907 and joined the United Gas 
Improvement Company May 18, 1908, in Phila- 
delphia. He has been associated with the 
Omaha Gas Company, was president of the 
Fulton County Gas & Electric Company, and 
vice president of New York Power & Light 
Corporation. He served as assistant managing 
director of the American Gas Association. 


Addressing the representatives of the manu- 
factured gas companies comprising the Penn- 
= Gas Association, the new president 
said: 

“The gas industry is faced with great 
responsibilities and the need for aggressive 
action has been recognized and organized to 
improve the postwar economics of its business 
and to meet competition. The American Gas 
Association has launched a campaign to ap- 
propriate $1,400,000 a year for three years to 
finance an extended program of research, na- 
tional advertising, and general promotional 
effort. Local gas companies not only should 
endorse the program of the American Gas As- 
sociation but should back it up with increased 
local newspaper advertising and advertising 
in other media to promote the various uses 
of gas fuel.” 


Wisconsin 


Senate Endorses “Experts” 


A MEASURE that would prohibit cities and 
villages from hiring “experts” whose pay 
depends upon their ability to win an election 
involving the municipal acquisition of a public 
utility was killed by the senate last month by a 
16-to-12 vote. 

The senate was to reconsider the bill later, 
however. : 

The bill is designed to prevent a recurrence 
of campaigns similar to the 1943 fight in Madi- 
son over the city’s purchase of the Madison 
Gas & Electric Company. It would prohibit 
municipalities from hiring bond houses and 
other “experts” to help in the acquisition of a 
utility if the bond firm or “experts” are to 
be paid only if the city takes over the utility. 

“The whole question is whether you favor 
outside corporations coming in and sponsoring 
local elections in which those corporations have 
a financial interest,” Senator Warren Knowles, 
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Republican of New Richmond, said. 

Senator Gustave Buchen, Republican of 
Sheboygan, cited the Madison campaign as 
“a type of evil that should be eliminated.” 

Despite claims that outside promoters help 
give “the people’s side” of utility questions, 
Buchen denounced them as “masters of the art 
of propaganda” and “masters in mob 
psychology.” 

Senator Charles Madsen, Progressive of 
Luck, admitting that utilities now are forbid- 
den by law from entering into municipal ac- 
quisition campaigns, said that “I would have 
voted for them if they had brought a bill in 
here to allow them to present their side of 
the question.” 

Senator Fred Risser, Progressive of Madi- 
son, complained that there had been “terrific 
lobbying” going on in behalf of the bill, a 
charge denied by Senator Knowles, who chal- 
lenged senators to mention a single lobbyist 
who had approached them on the matter. 
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Sale of Substation Not Subject to Regulation 
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Under Federal Power Act 


N application of New York Power 
A & Light Corporation for authority 
under § 203 of the Federal Power Act to 
sell a substation located in the town of 
Carmel, New York, to the New York 
State Electric & Gas Company, or in the 
alternative dismissing the application, 
was dismissed by the Federal Power 
Commission. 

The Carmel substation was held 
not to be a facility for transmission or 
sale at wholesale of electricity in inter- 
state commerce within the meaning of the 
Federal Power Act. 

The substation was presently used by 
the ‘applicant for the sale of elec- 
tric energy to the New York State 
Electric & Gas Company. By means 
of its distribution facilities in the 
vicinity of the substation, supplied 
in part with energy from that sub- 
station, the latter company serves, among 
others, nineteen consumers who purchase 
electric energy within the state of New 
York but consume all or part of such 


energy across the state boundary in the 
state of Connecticut. During 1944 sales 
to these consumers totaled 34,852 kilo- 
watt hours, and the total revenue there- 
from was $1,142.67. All of the rest of 
the energy flowing through the substation 
is generated and consumed wholly within 
the state of New York. 

It was reported that the total sales of 
energy to New York State Electric & Gas 
Company at this substation amounted to 
26,291,000 kilowatt hours. The com- 
mission, in reaching its conclusion, made 
the finding: 


None of the energy flowing through the 
Carmel substation originates outside the 
state of New York and, while an insignificant 
and trivial portion of that energy thereafter 
moves across the New York-Connecticut 
state boundary, such interstate movement 
constitutes “local distribution” rather than 
“transmissicn” of such electric energy within 
the meaning of the act. 


Re New York Power & Light Corp. 
(Docket No. IT-5938). 


e 


Unsupported Items Excluded from Capital 
Cost Accounts 


Bowe New York commission, in a 

proceeding relating to the accounts 
and records of the Kings County Light- 
ing Company, prescribed various ac- 
counting entries and continued the case. 
Items in capital accounts termed specula- 
tive and conjectural were excluded. 

An item of organization expense was 
ordered stricken from property accounts 
and charged to surplus. It was stated that 
all organization expenses of which there 
could be found any trace had been al- 
lowed, and nothing but the “wildest sort 
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of speculation and conjecture” had been 
urged as a justification for the amount 
claimed by the company. 

It had been suggested that as the com- 
pany actually issued securities having a 
par value of over $1,000,000 in excess of 
estimated actual cost of property, the dif- 
ference between the two amounts should 
be placed in the Acquisition Adjustments 
Account. The commission said that in 
order to give this argument any basis 
whatever it would be necessary to estab- 
lish that the securities issued to acquire 
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the property had a value equal to the face 
value of the bonds and the par value of 
the stock. There was not “one scintilla 
of proof” in the record to that effect, and, 
said the commission, anyone familiar 
with conditions under which securities 
were issued by utility companies at the 
close of the last and the beginning of the 
present century knows that it would be 
improper to assume such a condition, and 
such assumption would be contrary to 
general experience. 

A claim for cost of miscellaneous in- 
tangible capital was ordered written off 
to earned surplus, with the statement that, 
according to the requirements of the uni- 
form system of accounts, charges prop- 
erly includable in the account Miscel- 
laneous Intangible Plant must represent 
the cost of patent rights, licenses, priv- 
ileges, and other intangible property 
necessary or valuable in the conduct of 
the utility’s gas operations and not specif- 
ically chargeable to any other account. 
Hypothetical and conjectural amounts, 
said the commission, cannot be charged 


to the Miscellaneous Intangible Account, 

An expense incurred because of the 
location of coal-handling equipment in a 
city street was excluded. The equipment 
was partially erected but not completed 
before the company was notified by the 
city that the company had no right to 
proceed and that it should cease and de- 
sist. This, it was held, represented no 
property used and useft‘ in the service 
of the public. 

Maintenance items from their very 
term, it was said, indicate they should not 
be in an asset account. Accounting au- 
thorities, it was said further, agree that 
expenses connected with the issuance of 
securities never belong in a property ac- 
count, and certainly expenses connected 
with the issuance of preferred stock that 
has been retired and bond discount are 
clearly in the same category. 

No allowance was made for interest 
during construction which had not 
actually been charged to property ac- 
count. Re Kings County Lighting Co. 
(Case 10358). 


4 


Wisconsin River Held Navigable and License 
Required for Reconstruction of Dam 


HE U. S. Circuit Court of Appeals, 
Seventh Circuit, in upholding an 
order of the Federal Power Commission 
requiring Wisconsin Public Service Cor- 
poration to apply for a license to maintain 
and operate a hydroelectric project on the 
Wisconsin river at Tomahawk in the state 
of Wisconsin [(1943) 50 PUR(NS) 
305], held that the Wisconsin river is 
navigable. Reconstruction of a dam and 
construction of a hydroelectric plant and 
substation in connection therewith is, 
therefore, subject to license under the 
Federal Power Act. Authorization by the 
state for construction of an earlier dam 
did not relieve the company of license re- 
quirements. 

The legal concept of navigability, said 
the court, is not to be determined by a 
formula which fits every type of stream 
under all circumstances and at all times, 
but prior decisions in this field will be 
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drawn upon and applied in determining 
whether particular circumstances render 
the stream a navigable river of the United 
States. 

The court reviewed decisions on 
the question of navigability and reached 
the conclusion that the commission’s 
order must be sustained on evidence 
establishing a long, regular, and com- 
mercially successful use of the stream 
for the transportation of logs and rafts. 
It was noted that the commission’s de- 
termination is a determination of a 
factual question and must be accepted if 
it has warrant in the record and a reason- 
able basis in law. 

A contention that since the logs were 
carried down and sold and delivered to 
sawmills within the state, the operations 
were purely intrastate in character was 
rejected. The Wisconsin river, it was 
pointed out, constitutes a continuous 
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highway over which commerce is or may 
be carried on with the states of Iowa, 
Illinois, and Missouri. Moreover, the 
sawing of logs into lumber at the mills 
and the change in the mode of transporta- 
tion, the court said, did not divide the 


journey from the Pineries to market into 
two distinct, unrelated journeys, the first 
of which was purely intrastate and the 
other interstate. Wisconsin Public Serv- 
ice Corp. et al v. Federal Power Com- 
mission, 147 F(2d). 743. 


7 


Customers Not to Be Assessed to Provide 


For Capital 


A application by a water company for 
authority to raise some $19,000 by 
levying assessments upon customers 
within a subdivision, seemingly for the 
purpose of paying costs incurred by the 
owner of the subdivision in constructing 
a distribution system, was denied by the 
California commission, with the state- 
ment: 

The commission cannot authorize a utility 
to levy assessments upon a group of con- 
sumers for the purpose of providing money 
for capital expenditures. Much less may a 
utility assess its customers in order to raise 
money to be turned over to another corpora- 
tion to meet such corporation’s contractual 
obligations. 


The company alleged that it could not 


Expenditures 


secure credit to pay for or refund to the 
tract owner any of the contract price for 
the construction of the water system to a 
new housing project. It also alleged that 
the present flat rate of $1.50 a month was 
not sufficient to meet necessary operating 
expenses and had never been sufficient 
to pay any return on invested capital. 
The commission observed that if pres- 
ent rates failed to provide enough 
revenue to pay necessary operating 
expenses or a fair return upon an 
appropriate rate base, the company 
should seek relief by the filing of an ap- 
plication to establish reasonable rates. Re 


Airways Water Co. Inc. (Decision No. 


37667, Application No. 26407). 


e 


Toll Charge Authorized for Calls to 
Neighboring Exchange 


HE Carolina Mountain Telephone 
Company was authorized by the 
North Carolina commission to place in 
effect a 10-cent toll charge on messages 
from a small exchange which it operated 
to the exchange of Southern Bell Tele- 
phone & Telegraph at Asheville. A 

monthly reduction was also made. 
Facilities for interexchange service 
were limited so that only eight messages 
could be carried on between the ex- 
changes at one time, and, as a result of 
free service formerly in effect, the lines 
were badly congested and efficient and 
prompt service could not be given with 
present facilities. The exchange had been 
operating at a loss. There appeared to be 
no practical basis for limiting calls be- 

tween the exchanges. 

It was said to be the policy of the legis- 
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lative branch of the state to require public 
utilities, including telephone companies, 
to provide adequate, efficient, and satis- 
factory service to the public generally 
located within their territory. It was also 
the recognized policy to permit such 
public utility companies to charge rates 
for such services which are just and 
reasonable and no more. It was said: 


. certain patrons use the Asheville toll 
service far greater than do other patrons; 
and this commission is of the opinion that 
the cost of this service should be defrayed 
by the users of such service rather than by 
all users irrespective of their need or demand 
for such service. The commission is further 
of the opinion that to raise the monthly 
rentals in an amount sufficient to permit the 
petitioning company to give unlimited serv- 
ice on what amounts to so-called “long- 
distance service” would require a monthly 
rental rate which would be burdensome to 
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a great many, if not all, of the users of tele- 
phones within the territory covered by this 
exchange, and also would limit and hamper 
the growth and extension of telephone serv- 
ices to all who might desire them within 
this territory. It is also apparent, from the 
evidence in the record in this case, that it 
is impractical and not feasible to efficiently 
and satisfactorily connect the 14,000 tele- 
phones on the Asheville exchange with the 
approximately 400 telephones on the Candler- 
Enka exchange, and permit such use to be un- 
limited as to the time that may be consumed 
in the use of the connecting trunk lines, and 
without limiting the number of calls that 
may be placed. While it is true that a time 


limit might be placed on such calls, this 
commission knows of no satisfactory method 
that would regulate the number of calls 
made, 

Therefore, the only effective limita- 
tion that can be made on service between 
different exchanges is that provided by the 
charge method on each call. This plan has 
been recognized by this commission through- 
out the state of North Carolina, and has 
been recognized by the Federal Communica- 
tions Commission, an agency of the United 
States government. 


Re Carolina Mountain Telephone Co, 
(Docket No. 3064). 


e 


Sale Prices Not Conclusive Evidence of 
Fair Value 


ee Pennsylvania commission, in a 
rate proceeding where there was 
no evidence of original cost, concluded 
that the evidence of record was insuf- 
ficient to determine fair value for rate 
making. Estimates of reproduction cost 
were found to be defective, and book 
cost, which was principally depreciated 
reproduction cost. at an earlier rate, was 
also considered defective. 
Representatives of the OPA submitted 
evidence of a receiver’s bona fide offer 
for sale and also evidence of the cost to 
present owners of acquiring the com- 
pany’s securities. The commission com- 
mented on this evidence as follows: 

Sale prices are not conclusive evidence of 
fair value, nor are they ordinarily worthy of 
consideration for such purpose. Sale prices 
in these proceedings are the lowest amounts 
listed as purported evidence of fair value 
but ownership of other utility properties 
in Pennsylvania has been acquired, in arm’s- 
length transactions, at prices far in excess 
of any reasonable fair value that could be 
found for rate purposes. Obviously, sale 
prices of utility properties may be higher 


e 


or lower than fair value properly determined. 

The failure of respondent to present suf- 

ficient evidence of fair value adds nothing 

to the worth of sale prices as evidence of the 
fair value of respondent’s property. 

Rates were upheld, however, because 
upon capitalization of a-return of 63 
per cent the income available for return 
would result in a rate base of only $385,- 
000, which was less than any measure of 
value presented by the parties to the 
proceeding. , 

Criticisms of operating expenses were 
considered, but the commission said that 
a determination of allowable expense 
should be based on actual expenditures 
adjusted by testimony founded upon fact. 
Such testimony does not include the un- 
supported opinion of a witness, un- 
familiar with operations, that the com- 
pany’s office is overstaffed, or that actual 
wages paid may be adjusted arbitrarily, 
without the assignment of valid reasons 
therefor. Borough of Yeadon et al. v. 
Longacre Park Heating Co. (Complaint 
Docket Nos. 13942-13945, 13951). 


Successor to Mutual Association Denied 


Authority 


oe Kansas City Court of Appeals 
upheld the order of the Missouri 
commission, in Re Peoples Teleph. Ex- 
change (1943) 51 PUR(NS) 6, denying 
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to Operate 


authority to the corporate successor of 
a mutual telephone association to operate 
as a public utility. The court sustained 
the commission’s view that such a cor- 
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poration should not be authorized to op- 
erate as a regulated utility in territory 
adequately served by a telephone com- 
pany. he! 

A minority commission report was 
based in part upon the theory that the 
commission had no jurisdiction to grant 
or deny a certificate to a corporation 
which has lawfully derived its title to tele- 
phone properties, and has secured operat- 
ing rights, from an ownership which 
could lawfully operate those properties 
without proof of convenience and neces- 
sity. This conclusion was based on the 
construction of the regulatory law per- 
mitting continuance of operations begun 
before enactment of the law. The court 
answered : ° 


The fallacy of that reasoning is that the 
mutual association was not subject to the act, 
acquired no rights under it, and, therefore, 
had nothing to sell but its physical properties. 
By the purchase, or conversion to a corpora- 
tion, the applicant acquired no more than 
what the mutual company had a right to sell, 
and when the applicant desired, and under- 
took, to extend its activities and services 
into the field of a public utility, it must prove 
that there existed a public necessity for such 
service in the area it proposed to serve; and 
since that area was already being served 
by a public telephone utility, it was necessary 
for applicant to prove that the service of 
that utility was not reasonably adequate and 
satisfactory. We think it failed to meet 
these requirements. 


Subscribers of the applicant had been 
unable to secure long-distance connec- 
tions, and this was one of the main 
purposes in seeking a certificate to 
operate as a regulated public utility. The 
court pointed out, however, that such 
service could be obtained through the 
existing regulated company on terms and 
conditions approved by the commission. 

Denial of operating authority was held 
not to result in depriving the applicant 
of property without just compensation in 
violation of state or Federal constitutions. 
No one, it was said, questioned the right 
of the mutual company to sell its property 
without commission approval or the right 
of the purchaser to purchase it and to 
continue to operate the properties as 
theretofore operated. The issue, how- 
ever, was whether the applicant was en- 
titled to abandon the former operation of 
the property and enter into a new field of 
service as a public utility. 

Denial of authority, moreover, did not 
constitute an attempt by the commission 
to eliminate lawful competition which 
had become lawfully established in the 
area. The previous competition was not 
competition between public utilities but 
between a mutual organization and a reg- 
ulated utility company. Peoples Tele- 
phone Exchange v. Public Service Com- 
mission et al. 186 SW (2d) 531. 


& 


Distribution of Scarce Telephone Instruments 
Not a Matter for Court 


HE New York Supreme Court dis- 

missed a petition by an attorney to 
compel the New York Telephone Com- 
pany to remove all extension phones in 
residences and redistribute them to 
persons now without service. The court 
ruled that his remedy was in a proceed- 
ing which he had already instituted be- 
fore the public service commission. 

The complainant asked for the order 
on the ground that he had been unable 
to obtain a telephone for his residence. 
He alleged that there were 75,000 ap- 
Plicants for telephone service as of 
March Ist. He cited the provision of the 
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Public Service Law requiring every tele- 
phone corporation to give instrumentali- 
ties and facilities as shall be adequate, 
just, and reasonable, and not give any 
undue or unreasonable preference to any 
person. 

The company’s answer was that the 
War Production Board has nation-wide 
jurisdiction over the allocation of tele- 
phone facilities and the commission has 
jurisdiction over service. The court 
agreed with this contention. 

Justice Peck, supreme court justice, 
said, however, that there seemed to be 
considerable merit in the claim that a fair 
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distribution of telephone facilities would 
be aided by the company taking surplus 
instruments which it owns from those 
who have adequate service without exten- 


sions, and employing those instruments 
to establish service for those who have 
no service at all, Leighton v. New Yor 
Telephone Co. 


e 


Man-power Shortage Causes Reduction in 
Streetcar Service 


—— was granted by the District | 


of Columbia commission for a re- 
duction in the base day service of street- 
car lines so as to make possible the opera- 
tion of more uniform headways and to 
secure more uniform car loadings with 
the present and continuing shortage of 
man power. The number of full-time 
operators was far below the quota re- 
quired to fill all scheduled runs, man all 
trippers, and provide for absenteeism on 
account of sickness, vacations, and 
emergencies. 

Basically the plan was to schedule 
fewer trips on various car lines and 
thereby have greater assurance that those 
trips would be operated, with the result 
that the service would adhere more 
closely to schedule and regular service 
would reduce the disparity between load- 
ings on successive trips. The plan pro- 
posed that during the base day—that is, 
after the rush hour in the morning until 
the beginning of the rush hour in the 
afternoon and also after the rush hour 
in the afternoon and for the early part 
of the evening — the number of trips 
operated per hour over the various car 
lines would be reduced. 

In reply to protests based on the con- 
tention that the company had failed to 
utilize all available sources of man 


power, the utilities commission said: 


Because this commission is extremely re- 
luctant to approve any proposal which will 
result in the slightest diminution of available 
transit service, serious consideration has 
been given to the contentions and position 
of the protestants. However, the commission 
is unable to find anything in the statute, or 
its legislative history, authorizing this com- 
mission to impose its judgment upon man- 
agement with respect to the employment 
policies of Capital Transit. The commission 
does not feel that it should assume such 
broad power without congressional approval 
and direction. Many employment policies 
are now subject to the jurisdiction of sep- 
arate governmental agencies, such as wages 
and hours, collective bargaining, and work- 
ing conditions. The subject of discrimina- 
tion because of race, creed, color, or place 
of origin, is under the jurisdiction of the 
Committee on Fair Employment Practices 
established by executive order of President 
Roosevelt, and proposals are now before 
Congress seeking to establish this committee 
as a permanent part of the Federal govern- 
ment. This committee completed hearings 
in January of this year with respect to 
Capital Transit but as yet has not published 
its decision. In the light of this committee's 
jurisdiction, it would appear to be par- 
ticularly inappropriate for this commission 
to assume and attempt to exercise powers 
for which it has not statutory authority. 


Re Capital Transit Co. (Order No. 2912, 
PUC No. 2075/29, GD No. 161i, 
Formal Case No. 344). 


7 


Other Important Rulings 


f ieee New York commission approved 
an examiner’s report on a petition 
for approval of the transfer of water- 
works by a public utility company to a 
village and held that the proposed pur- 


chase price was far in excess of the value 
of the property and, therefore, it was 
against the public interest to approve the 
transfer upon the terms proposed. Re 
Spring Brook Water Co. (Case 11388). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, will 
be published in full or abstracted in Public Utilities Reports. 
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COLORADO INTERSTATE GAS CO. v. FEDERAL POWER COM. 


UNITED STATES SUPREME COURT 


Colorado Interstate Gas Company 
Federal Power Ccnnieinn et al. 


No. 379 


Canadian River Gas Company 


V 


Federal Power Commission et al. 


No. 380 
323 US —, 89 L ed —, 65 S Ct 829 
April 2, 1945 : 
ERTIORARI to review judgment of Circuit Court of Appeals 
C; [ (1944) 54 PUR(NS) 1, 142 F(2d) 943] affirming or- 
ders of Federal Power Commission reducing natural gas rates 
[(1942) 43 PUR(NS) 205] ; affirmed. 


Appeal and review, § 28.4 — Decision of Federal Commission — Allocation of 
cost. 
1. Courts, in reviewing a cost allocation by the Federal Power Commission 
under the Natural Gas Act, are not warranted in rejecting a formula em- 
ployed by the Commission unless it plainly contravenes the statutory scheme 
of regulation, p. 69. 


Apportionment, § 59 — Natural gas companies — Segregation of property. 
2. The Federal Power Commission is not required, under the Natural Gas 
Act, to employ only an allocation formula entailing a segregation of prop- 
erty, p. 69. 


Apportionment, § 31 — Cost allocation — Natural gas company — Demand and 
commodity method. 

3. Adoption by the Federal Power Commission of the so-called “demand 
and commodity” method for allocating cost for the purpose of fixing whole- 
sale natural gas rates, instead of segregating physical properties as between 
regulated and unregulated business, is not error where the pipe line of one 
company and the wells, gathering system, and transmission line of another 
company are operated as a single enterprise and the combined pipe line is 
used for both intrastate and interstate transactions, including direct sales to 
industries and wholesale sales to distributors, p. 69. 
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Apportionment, § 31 — Natural gas transmission line — Wholesale and industrial 
sales. ’ 

4. Determination of transmission costs for a natural gas pipe line as a whole, 
instead of a computation on a mileage demand basis, is not erroneous in 
the case of a pipe line used for both intrastate and interstate transactions, 
including direct sales to industries and wholesale sales to distributors, where 
it appears that but for the direct industrial market and the wholesale market 
at the terminal of the line the pipe line would not have been constructed, 
and where it does not appear that industrial sales are being burdened with 
costs of a part of the system which the direct industrial gas never uses, 
p. 69. 

Apportionment, § 31 — Natural gas transmission costs — System peak days. 
5. Selection by the Federal Power Commission of a particular day as the 
system peak day and allocation of the capacity cost component of transmis- 
sion costs on the basis of use on that day is not objectionable, although much 
lower mean temperatures than that prevailing on the selected day are ex- 
perienced in the area (with a consequent increase in load of resale gas), 
where it appears that if other days were selected there would be allocated to 
unregulated industrial gas a larger portion of these capacity costs, p. 69. 


Rates, § 13 — Authority of Federal Power Commission — Gas for ultimate dis- 
tribution to public — Industrial users. 

6. The Federal Power Commission has authority to fix the rate on gas sold 
by one regulated company to another for resale to direct industrial cus- 
tomers, notwithstanding the declaration in § 1(a) of the Natural Gas Act, 
15 USCA § 717(a), that the business of transporting and selling natural 
gas for ultimate distribution to the public is affected with a public interest, 
since the words “ultimate distribution to the public” imply distribution not 
only to domestic users but also to industrial users, p. 75. 


Rates, § 13 — Jurisdiction of Federal Power Commission — Natural Gas Act — 
Consideration of unregulated business. 

7. The provision in § 1(b) of the Natural Gas Act, 15 USCA § 717(b), 
that it shall not apply to the production or gathering of natural gas does not 
preclude the Federal Power Commission from reflecting the production and 
gathering facilities of a natural gas company in the rate base and determin- 
ing the expenses incident thereto for the purpose of determining the reason- 
ableness of rates subject to its jurisdiction, p. 76. 


Return, § 6 — Basis — Natural Gas Act. 
8. The Federal Power Commission, although it may depart from the rate 
base method in fixing rates, is not precluded by the Natural Gas Act from 
using it, p. 76. 

Valuation, § 36 — Rate base — Original cost — Gas producing and gathering facil- 

ities. 

9. Inclusion of natural gas production and gathering facilities in a rate 
base at actual legitimate cost less accrued depreciation and depletion, after 
rejection of estimates of reproduction cost because they were too conjec- 
tural to have probative value, was not error, p. 80. 


Valuation, § 69.1 — Property cost to affiliate — Natural gas property. 


10. Gas leases and producing properties are properly included in a rate 
base at original cost to an affiliate instead of a higher amount representing 
the consideration paid to the affiliate for transfer of the properties, p. 81. 
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Rates, §: 2 — Nature of rate making — Legislative function. 
Statement by Supreme Court that rate making is essentially a legislative 
function, although provision has been made for judicial review of regula- 
tory orders, p. 71. 


Apportionment, § 51 — Property. 
Statement by Supreme Court that a separation of properties is merely a step 


in the determination of cost properly allocable to the various classes of serv- 
ices rendered by a utility, p. 71. 


Apportionment, § 4 — Allocation of cost. 
Statement by Supreme Court that allocation of cost is not a matter for the 


slide rule, but it involves a judgment on a myriad of facts, and it has no 
claim to an exact science, p. 71. 


Gas, § 1 — Scope of Natural Gas Act — Ultwnate distribution to public — Indus- 
trial users. 

Discussion by the Supreme Court of the declaration in § 1(a) of the Natural 
Gas Act that the business of transporting and selling natural gas for ultimate 
distribution to the public is affected with a public interest, and criticism of 
contention that words “ultimate distribution to the public” imply distribution 
to domestic users alone, since industrial users are as much a part of the 
public as domestic users and other commercial users, distribution to one 
being as “ultimate” as distribution to the other, p. 75. 


Rates, § 13 — Jurisdiction of Federal Power Commission — Sales between compa- 
nies in integrated system. 
Discussion by Supreme Court of suggestion that when the Federal Power 
Commission treats two natural gas companies as an integrated system for 
purposes of allocation of costs, it should limit its rate reduction order to 
those rates over which it would have jurisdiction if the two companies were 
in fact one, excluding direct sales to industrial users, p. 75. 

Expenses, § 135 — Natural gas company — Commodity cost. 

Discussion by Supreme Court of argument that correct procedure is for 
Federal Power Commission to allow in operating expenses of a natural gas 
company, whose rates it is empowered to fix, the fair field price or fair 
market value, as a commodity, of the gas which finds its way into the trans- 
mission lines for interstate transportation and sale, p. 78. 

Valuation, § 7 — Authority of Federal Power Commission — Natural Gas Act. 
Discussion by Supreme Court of the authority of the Federal Power Com- 
mission under the Natural Gas Act to investigate cost, fair value, and other 
matters for rate-making purposes, p. 79. 

Valuation, § 373 — Natural gas leaseholds. 

Discussion by the Supreme Court of the inclusion of natural gas leaseholds 
in a rate base at cost instead of present market value, p. 80. 


(Jackson, J., concurs in separate opinion; Stone, CJ., Roserts, REED, and 
FRANKFURTER, JJ., dissent in part.) 


a 
APPEARANCES: William A Dough- D. C., argued the cause for respond- 
erty, of New York city, argued the ents in No. 379; John P. Akolt, of 
cause for petitioner in No. 379; Denver, Colorado, and Charles H. 
Charles V. Shannon, of Washington, Keffer, of Amarillo, Texas, argued the 
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cause for petitioner in No. 380; Ches- 
ter T. Lane and Charles V. Shannon, 
both of Washington, D. C., argued 
the cause for respondents in No. 380; 
Carl I. Wheat, of San Francisco, Cali- 
fornia, argued the cause for Independ- 
ent Natural Gas Association of 
America, as amicus curiae, by special 
leave of court. 


Mr. Justice Doucias delivered the 
opinion of the court: The Federal 
Power Commission after an investiga- 
tion and hearing entered orders under 
§ 5 of the Natural Gas Act of [June 
21] 1938 (52 Stat 821, 823, Chap 556, 
15 USCA § 717d, 4 FCA title 15, 
§ 717d) finding the interstate whole- 
sale rates of petitioners to be excessive 
by specified amounts per year and re- 
quiring petitioners to reduce the rates 
accordingly. 43 PUR(NS) 205. The 
circuit court of appeals for the tenth 
circuit affirmed the Commission’s or- 
ders. (1942) 142 F(2d) 943. The 
cases are here on petitions for cer- 
tiorari which we granted, limited to 
the few questions to which we will 
presently advert. 

Petitioners (to whom we will refer 
as Canadian and as Colorado Inter- 
state) had their origin in an agree- 
ment made in 1927 between South- 
western Development Co. (South- 
western), Standard Oil Co. (N. J.) 
(Standard) and Cities Service Co. 
(Cities Service). It was the purpose 
of the agreement to bring natural gas 
from the Panhandle field in Texas to 
the Colorado markets, including Den- 
ver and Pueblo. Southwestern agreed 
to transfer through a wholly owned 
subsidiary, Amarillo Oil Co. (Amaril- 
lo), certain gas leaseholds and produc- 
ing properties to a new subsidiary 
(Canadian) which it would organize 
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for that purpose. Standard agreed to 
form a new corporation (Colorado 
Interstate) and to finance its construc- 
tion of pipe-line facilities which would 
connect with Canadian’s facilities and 
transport gas from those points in the 
Panhandle field to the Colorado 
markets. Cities Service agreed to 
use its best efforts to obtain franchises 
through its subsidiaries under which 
the natural gas could be distributed 
in certain cities in Colorado including 
Denver and Pueblo. The gas was to 
be sold to Colorado Interstate by 
Canadian at cost (as defined in the 
contract) for at least twenty years 
from 1928. We will return to other 
details of this tripartite agreement and 
of the organization and financing of 
Canadian and Colorado Interstate. 
It is sufficient here to say that the 
companies were incorporated, the pipe 
line was built, and the business put in- 
to operation. Although Canadian and 
Colorado Interstate are separate com- 
panies, the Commission found that 
their properties have been operated as 
a single enterprise. 

Canadian produces from its own 
properties all the gas which it sells. 
It has about 300,000 acres of natural 
gas leaseholds and on December 31, 
1939, was operating 94 wells. Its 
gathering system consists of approxi- 
mately 144 miles of pipe. It owns 
and operates a transmission line which 
connects with its gathering system in 
the Panhandle field and ends about 85 
miles distant at a point near Clayton, 
New Mexico. Canadian sells some 
of its gas at the wellhead and along 
the Texas portion of its transmission 
line for ‘consumption in Texas. It 
also sells gas for resale in Clayton, 
New Mexico. But the chief portion 
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COLORADO INTERSTATE GAS 


of the gas in its transmission line is 
sold at that point to Colorado Inter- 
state. The pipe line of Colorado In- 
terstate extends to Denver. It sells 
the gas to various distributing com- 
panies for resale by them in Colorado 
and in a few points in Wyoming.! 
Colorado Interstate also sells gas from 
this pipe line direct to industrial cus- 
tomers in Colorado for their own use. 

It is thus apparent that the pipe 
line from Texas to Colorado serves 
three different uses: (a) intrastate 
transportation and sale in Texas; (b) 
interstate transportation and sale to 
industrial customers; and (c) inter- 
state transportation to distributing 
companies for resale. Only some of 
those activities are subject to the 
jurisdiction of the Commission. For 
§1(b) of the act 15 USCA § 717(b), 
4 FCA title 15, § 717(b) pro- 
vides : 

“The provisions of this chapter 
shall apply to the transportation of 
natural gas in interstate commerce, 
to the sale in interstate commerce of 
natural gas for resale for ultimate 
public consumption for domestic, com- 
mercial, industrial, or any other use, 
and to natural gas companies engaged 
in such transportation or sale, but shall 
not apply to any other transportation 
or sale of natural gas or to the local 
distribution of natural gas or to the 
facilities used for such distribution or 
to the production or gathering of nat- 
ural gas,” 


It is around the meaning and im- 
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plications of that provision that most 
of the present controversy turns. 

[1-5] Allocation of Cost of Service. 
The questions raised by Colorado In- 
terstate and some of those raised by 
Canadian relate to the failure of the 
Commission (1) to separate the phys- 
ical property used in common in the 
intrastate and interstate business; (2) 
to separate that used in common in 
the sales of gas to industrial consumers 
and the sales of gas for resale; and 
(3) to separate the property used ex- 
clusively in intrastate business or ex- 
clusively for industrial sales. The 
Commission thought it unnecessary to 
make such a separation of the proper- 
ties. It noted that nowhere in the evi- 
dence presented by petitioners was 
there ‘‘a complete presentation of the 
entire operations of the company brok- 
en down between jurisdictional and 
non-jurisdictional operations.” 43 
PUR(NS) at p. 232. And it conclud- 
ed, “All that can be accomplished by an 
allocation of physical properties can 
be attained by allocating costs in- 
cluding the return. The latter meth- 
od is by far the most practical and 
businesslike.” Id. p. 232. The Com- 
mission adopted the so-called ‘“de- 
mand and commodity” method for al- 
locating costs. Cf. Arkansas Louisi- 
ana Gas Co. v. Texarkana (1938) 24 
PUR(NS) 267, 96 F(2d) 179, .185. 
It took the costs and divided them 
into three classes—volumetric, capac- 
ity, distribution.” Costs relating to 
the production system were treated as 





1The latter resales are made by Colorado- 
Wyoming Gas Co. which transports the gas 
tom a point near Littleton, Colorado, to 
Cheyenne, Wyoming. The proceedings against 
this company were consolidated with those 
against Canadian and Colorado Interstate. 
¢ Commission also ordered a reduction in 
the rates charged by Colorado-Wyoming Gas 
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Co. That order is here for review on cer- 
tain points in No. 575, decided today [323 US 
—, 89 L ed —, 58 PUR(NS) post, p. 94, 
65 S Ct 850]. 

2 The Commission in its report characterized 
volumetric costs as variable costs and capac- 
ay oon as fixed costs. 43 PUR(NS) at 
p. ; 
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volumetric.2 These included rate of 
return and depreciation and depletion 
on leases and wells. These volumetric 
costs were allocated to the customers 
in proportion to the number of thou- 
sand of cubic feet delivered to each cus- 
tomer in 1939. The larger share of 
the transmission costs of the Denver 
pipe line were classified as capacity 
costs. Supplies and expenses of com- 
pressing systems, maintenance of com- 
pressing system equipment, and ac- 
cruals for its depreciation were classed 
as volumetric. And one-half of the 
return and income taxes on the Den- 
ver pipe line and one-half of operating 
labor on the compressing system were 
classed as volumetric, the other half 
being classed as capacity. Capacity 
costs were allocated to the customers 
in the ratio that the thousand cubic 
feet sales to each customer on the 
system peak day of February 9, 1939, 
bore to the total sales to all custom- 
ers on that day. Distribution costs 
were composed in part of depreciation, 
taxes, and return on investment in 
metering and regulating equipment 
through which gas is delivered at in- 
dividual stations to each customer. 
These were allocated to each customer 
in the ratio which the investment for 
each customer bore to the total invest- 


ment in such facilities which wer 
available to serve all customers. Djs. 
tribution costs also included Operating 
and maintenance expenses incurred in 
operating the metering and regulating 
stations. These were allocated on the 
basis of the number of stations. 

The function which an allocation of 
costs (including return) is designed 
to perform in a rate case of this charac. 
ter is clear. The amount of gross 
revenue from each class of business js 
known. Some of those revenues are 
derived from sales at rates which the 
Commission has no power to fix. The 
other part of the gross revenues comes 
from the interstate wholesale ates 
which are under the Commission’s 
jurisdiction. The problem is to al- 
locate to each class of the business 
its fair share of the costs. It is of 
course immaterial that the revenues 
from the intrastate sales or the direct 
industrial sales may exceed their costs, 
since the authority to regulate those 
phases of the business is lacking. To 
the extent, however, that the revenues 
from the interstate wholesale business 
exceed the costs allocable to that phase 
of the business, the interstate whole- 
sale rates are excessive. The use of 
that method in these cases produced 
the following results: 


Canadian 


Regulated 
Unregulated 


Excess Revenue 
Over Costs 
$561,000 
54,000 


Costs 
$1,590,000 
000 


’ , 


Revenues 


Colorado Interstate 


Regulated 
Unregulated 


The Commission did not include in 
the rate reductions which it ordered 





8A residual refining credit was determined 
and deducted from production costs. 
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Excess Revenue 
Over — 
$2,065, 
131,000 


Costs 
$2,373,000 
1,204,000 


Revenues 
$4,438,000 
35,000 


any of the excess revenues over costs 
from the unregulated business. The 
reductions ordered were measured sole- 
ly by the excess revenues over costs 
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in the regulated business, viz., $2,065,- 
000 in case of Colorado Interstate and 
$561,000 in case of Canadian. 

Colorado Interstate and Canadian 
make several objections to that meth- 
od. They maintain in the first place 
that a segregation of the physical prop- 
erty based upon use is necessary so 
that the payment due for the use of 
that property which is in the public 
service may be determined. Reliance 
for that position is rested on the Min- 
nesota Rate Cases (Simpson v. Shep- 
ard) (1913) 230 US 352, 435, 57 
Led 1511, 1556, 33 S Ct 729, 48 
LRA(NS) 1151, Ann Cas 1916A 18, 
and Smith v. Illinois Bell Teleph. Co. 
282 US 133, 146, 75 L ed 255, 261, 
PURI931A 1, 51 S Ct 65. Those 


were cases which involved state reg- 
ulation of intrastate rates of companies 
doing both an intrastate and inter- 


state business. But the rule fashioned 
by this court for use in those situations 
was not written into the Natural Gas 
Act. Congress indeed prescribed no 
formula for determining how the inter- 
state wholesale business, whose rates 
are regulated, should be segregated 
from the other phases of the business 
whose rates are not regulated. Rate 
making is essentially a legislative func- 
tion. Munn v. Illinois (1877) 94 US 
113,24 L ed 77. Congress to be sure 
has provided for judicial review of the 
Commission’s orders. Section 19, 15 
USCA § 717r, 4 FCA title 15, § 717r. 
But that review is limited to keeping 
the Commission within the bounds 
which Congress has created. When 
Congress, as here, fails to provide a 
formula for the Commission to follow 
courts are not warranted in rejecting 
the one which the Commission employs 
unless it plainly contravenes the stat- 


utory scheme of regulation. If Con- 
gress had prescribed a formula it 
would be the duty of the Commission 
to follow it. But we cannot say that 
under the Natural Gas Act the Com- 
mission can employ only one allocation 
formula and that that formula must 
entail a segregation of property. A 
separation of properties is merely a 
step in the determination of costs 
properly allocable to the various classes 
of services rendered by a utility. But 
where as here several classes of serv- 
ices have a common use of the same 
property difficulties of separation are 
obvious. Allocation of costs is not 
a matter for the slide rule. It involves 
judgment on a myriad of facts. It has 
no claim to an exact science. Hamil- 
ton, Cost as a Standard for Price, 4 
Law & Cont. Prob. 321. But neither 
does the separation of properties which 
are not in fact separable because they 
function as an integrated whole. Mr. 
Justice Brandeis, speaking for the 
court in Groesbeck v. Duluth, S. S. & 
A. R. Co. 250 US 607, 614, 615, 63 
L ed 1167, 1172, PUR1920A 177, 40 
S Ct 38, noted that “it is much easier 
to reject formulas presented as being 
misleading than to find one apparently 
adequate.” Under this act the ap- 
propriateness of the formula employed 
by the Commission in a given case 
raises questions of fact not of law. 
Colorado Interstate claims that the 
Commission’s formula ignored or at 
least failed to give full effect to the 
priority which the wholesale gas has 
over direct industrial sales—a priority 
recognized in the contracts with indus- 
trial users and in the municipal fran- 
chises. But over the years the inter- 
ruptions or curtailments in service to 
direct industrial customers appear to 
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have been slight. Moreover, to the 
extent that the priority accorded 
wholesale gas was actually exercised 
during the test year (1939) the allo- 
cation of costs made by the Commis- 
sion gave full effect to it. As we have 
seen, volumetric costs were allocated 
to the customers in proportion to the 
number of thousand cubic feet de- 
livered to each customer during the 
year; capacity costs were allocated in 
the ratio that the thousand cubic feet 
sales to each customer on the system 
peak day bore to the total sales on that 
day. The formula used reflected all 
actual curtailments of load to each cus- 
tomer during the year and on the sys- 
tem peak day. 

Colorado Interstate objects because 
the Commission treated the transmis- 
sion line as a unit. It points out that 
some laterals and equipment (such as 


metering stations) are used exclusive- 
ly for making wholesale sales, some 
are used exclusively for making intra- 
state sales for direct industrial sales, 
and some are used in common in vary- 
ing degrees by the several classes of 


business. It is pointed out, for ex- 
ample, that the line north of Pueblo 
is used almost exclusively by the reg- 
ulated business but that under the 
Commission’s formula the pipe line 
was treated as if all the gas went in- 
to the pipe in Texas and came out at 
the Denver city gate. These objec- 
tions are partially met by the manner 
in which distribution costs, to which 
we have referred, were allocated. But 
that is no more than a partial answer 
since they pertained only to metering 
and regulating equipment. The lat- 
erals were not segregated. They, how- 
ever, appear to be used more commonly 





“Fifteen times in some twelve years. 
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for direct industrial rather than for 
wholesale sales; and we are not con. 
vinced that the direct industrial sales 
were saddled with greater costs than 
they would have been had the laterals 
been segregated. The gravamen of 
this complaint is that the industrial 
sales are being burdened with costs of 
a part of the system which the direct 
industrial gas never uses. That con- 
tention points up our earlier observa- 
tion that judgment and discretion con- 
trol both the separation of property 
and the allocation of costs when it js 
sought to reduce to its component 
parts a business which functions as an 
integrated whole. The Commission 
found that but for the direct industrial 
market at Pueblo, Colorado, and the 
wholesale market at Denver, the pipe 
line would not have been constructed. 
43 PUR(NS) at p. 210. It is there- 
fore obviously fair to determine trans- 
mission costs for the pipe line as a 
whole and not to compute them on a 
mileage demand basis. In that way 
the beneficiaries of the entire project 
share equitably in the cost. To allow 
the costs to accumulate the closer the 
gas gets to Denver would be to as- 
sume that the extension to Denver was 
a separate project on which the earlier 
customers were in no way dependent. 
These circumstances illustrate that con- 
siderations of fairness, not mere mathe- 
matics, govern the allocation of costs. 
Cf. Wabash Valley Electric Co. v. 
Young, 287 US 488, 499, 77 L ed 
447, 455, PUR1933A 433, 53 S Ct 
234. What we have said also ar- 
swers Canadian’s complaint that the 
wholesale sales in Texas for consump- 
tion in the towns of Dalhart, Hartley, 
and Texline, Texas, are burdened with 
too large a share of transmission costs. 
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We can see in this situation no differ- 
ence between those customers and the 
ones located at more distant points on 
the pipe line.® 

Colorado Interstate objects to that 
part of the Commission’s treatment 
of transmission costs whereby it as- 
signed 50 per cent of the return to 
capacity costs and 50 per cent to 
yolumetric cost. The contention is that 
the entire return on the transmission 
facilities should be apportioned to 
capacity costs on the theory that the 
volumetric costs have no relation to 
the property required for meeting the 
maximum demands of the wholesale 
business and that the method employed 
departs from the requirements of a 
fair return on the property devoted to 
the public service. But as we have 
seen capacity costs were allocated to 
customers in the ratio that the thou- 
sand cubic feet sales to each customer 
on the system peak day bore to the 
total sales to all customers on that 
day. It is not apparent why direct 
industrial sales should carry a lighter 
share of the costs merely because their 
use of the pipe line may be less on the 
system peak day. As the Commission 
points out, if the method advanced by 
Colorado Interstate were used, the 
amount paid by the industrial custom- 
er for transportation of the gas through 
the pipe line would be measured not by 
the customer’s use throughout the 
year, which might be substantial, but 
by its use on the system peak day 
which might be slight. In that event 
the industrial customer would obtain 


to an extent free transportation of gas. 

Colorado Interstate also makes ob- 
jection to the selection and use of 
February 9, 1939, as the system peak 
day and the allocation of the capacity 
cost component of the transmission 
costs on the basis of use on that day. 
It is argued that the mean temperature 
for that day was 8° Fahrenheit above 
zero, that much lower mean tempera- 
tures are experienced in the Colorado 
area, that as the temperature drops the 
load of resale gas rapidly increases, 
and that if these capacity costs were 
allocated on the basis of use during 
the coldest day the resale gas would 
carry a greater portion of them. We 
do not stop to develop the point. We 
have carefully considered Colorado 
Interstate’s contention. As we read 
the record, if either of the days select- 
ed by Colorado Interstate were taken 
as the system peak days, there would 
be allocated to the industrial gas a 
larger portion of these capacity costs 
than the Commission allocated. On 
that showing we cannot say that the 
choice of February 9, 1939, was un- 
fair. 

Colorado Interstate and Canadian 
object to the Commission’s use of the 
return. The Commission included in 
the total cost of service for these com- 
panies a 64 per cent return on the rate 
base. In other words, the 63 per 
cent return was computed on the basis 
of all the property used by petitioners 
in their various classes of business— 
intrastate sales, direct industrial sales, 
and interstate wholesale sales.? Now 





'So far as appears Canadian presented no 
— showing the cost of these intrastate 

es, 

®As we have said, the return on leases and 
wells was treated as volumetric costs; 50 per 
tent of the return on the Denver pipe line 
Was treated as volumetric and 50 per cent as 


capacity costs; and return on investment in 
metering and regulating equipment was treat- 
ed as distribution costs. 

7 As respects the accounting for the cost of 
money invested in the enterprise see Schlat- 
ter, Advanced Cost Accounting (1939), Chap 
XII; Neuner, Cost Accounting (1942), p. 
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it is apparent that if the reduction or- 
dered was based on the excess of rev- 
enues from all classes of business over 
the aggregate costs, the result would 
be to reduce to a common level the 
profits from each class. In that case, 
whenever a company was making a 
higher return on its unregulated busi- 
ness than the rate of return allowed 
for the regulated business, the excess 
earnings from the unregulated part 
would be appropriated to the entire 
business. When the unregulated busi- 
ness was being operated at a loss or 
at less than the return which was al- 
lowed, excess earnings from the reg- 
ulated business would be appropriated 
to the unregulated business. A low 


rate might therefore be concealed by 
siphoning earnings from the unregulat- 
ed business; a high rate might be built 
up by making the regulated business 


share the losses of the unregulated one. 

It is said that that is what happened 
here. But that is not true. As we 
have seen, the Commission ordered 
a rate reduction based solely on the 
excess of revenues over costs (includ- 
ing return) derived from the regulated 
business. None of the excess revenues 
‘over costs (including return) from the 
unregulated business was included in 
that reduction. If the Commission in 
determining costs of the unregulated 
business had used a higher rate of re- 
turn, it would have increased the costs 
of that business and reduced the excess 
revenues allocable to it. But since un- 
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der the Commission’s method of al. 
location the amount of that excess 
would not be reflected in the reduction 
ordered, there would be no difference 
in result. 

The cases are presented as if the 
63 per cent allowed by the Commis. 
sion on the rate base limits the earn- 
ings from the whole enterprise to 6} 
per cent. That also is not true. The 
return merely measures the earnings 
allowed from the regulated business, 
As we have noted, the excess of earn- 
ings which Colorado Interstate makes 
from direct industrial sales (on the 
basis of 64 per cent return) is $131,- 
000 annually. The Commission point- 
ed out (43 PUR(NS) at p. 230) that 
if Colorado Interstate “retains these 
earnings in excess of a 64 per cent rate 
of return on its sales to these custom- 
ers, its rate of return on its entire 
business is increased to approximately 
8 per cent after placing into effect the 
reductions in rates ordered herein.” 

Of the other objections made by 
Canadian and Colorado Interstate on 
this phase of the case, we need men- 
tion only one.® It is contended that 
the findings of the Commission on the 
allocation of costs are inadequate and 
that the cases should be remanded to 
the Commission so that appropriate 
findings may be made. The findings 
of the Commission in this regard leave 
much to be desired since they are quite 
summary and incorporate by reference 
the Commission’s staff’s exhibits on 





277; Lawrence, Cost Accounting (1930), chap 


8It is objected that the allocation made 
by the Commission results in discrimination 
between purchasers of gas from Colorado In- 
terstate as indicated by the fact that costs 
allocated to one customer who is distant from 
Denver are greater than costs allocated to 
another customer at Denver. But all the Com- 
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mission did was to order an aggregate reduc- 
tion in the wholesale rates of $2,065,000 so as 
to produce a fair return. The adjustment of 
the rate schedules for various delivery points 
has not yet been made. See Federal Power 
Commission v. Natural Gas Pipeline Co. 
(1942) 315 US 575, 584, 86 L ed 1037, 104, 
42 PUR(NS) 129, 62 S Ct 736. 
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location of cost. But the path which 
it followed can be discerned. And 
ye do not believe its findings are so 
vague and obscure as to make the 
judicial review contemplated by the 
ata perfunctory process. Cf. United 
States v. Chicago, M. St. P. & P. R. 
(o. (1935) 294 US 499, 79 L ed 
1023, 55 S Ct 462; United States v. 
Carolina Freight Carriers Corp. 
(1942) 315 US 475, 86 L ed 971, 
43 PUR(NS) 423, 62 S Ct 722. 

[6] Canadian’s Sales to Colorado 
Interstate. The Commission ordered 
a blanket reduction of $561,000 in the 
ales price of all types of gas sold by 
Canadian to Colorado Interstate. A 
substantial part of that gas is sold to 
Colorado Interstate for resale to direct 
industrial customers. Canadian main- 


tains that the Commission has no au- 
thority to fix the rate on the sale of 


that portion or class of gas to Colorado 
Interstate. Section 1(b) of the act, 
however, provides, as we have noted, 
that the provisions of the act apply 
“to the sale in interstate commerce of 
natural gas for resale for ultimate 
public consumption for domestic, com- 
mercial, industrial, or any other use.” 
Canadian however seeks support for 
its position in the declaration in § 1 
(a) of the act that “the business of 
transporting and selling natural gas 
for ultimate distribution to the public 
is affected with a public interest.” 
But we find no warrant for saying that 
the words “ultimate distribution to the 
public” imply distribution to domestic 
wers alone. Industrial users are as 
much a part of the “public” as domes- 
tie users and other commercial users. 
And the distribution to one is as “ulti- 
mate” as the distribution to the other. 
Moreover, that declaration of policy 
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may not be used to take out of § 1(b) 
of the act the express provision sub- 
jecting to regulation gas sold for re- 
sale for “industrial use.” Further- 
more, the declaration of policy con- 
tained in § 1(a) is not as narrow as 
Canadian suggests. For § 1(a) goes 
on to say that Federal regulation in 
matters relating to “the transportation 
of natural gas and the sale thereof in 
interstate and foreign commerce is nec- 
essary in the public interest.” Sales 
for resale to industrial users is em- 
braced in the broad sweep of that lan- 
guage. Canadian also seeks support 
for its position from the proviso in 
§ 4(e) of the act, 15 USCA § 717c(e), 
4 FCA title 15, § 717c(e) that the 
Commission shall not have authority 
to suspend the rate “for the sale of 
natural gas for resale for industrial 
use only.” Canadian infers from that 
provision that such rates are not sub- 
ject to regulation by the Commission. 
The short answer, however, is that the 
authority of the Commission to sus- 
pend rates is restricted to rates over 
which it has jurisdiction. If the Com- 
mission had no authority over the 
rates in question, the proviso in § 4(e) 
would be unnecessary. Accordingly, 
it seems clear that all of the gas sold 
by Canadian to Colorado Interstate 
for resale, including that sold for re- 
sale for industrial use, is subject to 
rate regulation by the Commission. 
There is the further suggestion in 
Canadian’s argument that since the 
Commission treated Canadian and 
Colorado Interstate as an integrated 
system for purposes of allocation of 
costs, it should have limited its rate 
reduction to those rates over which 
it would have jurisdiction if the two 
companies were in fact one. It is 
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argued that in such event there would 
be no sales between Canadian and 
Colorado Interstate and the latter’s 
direct sales to industrial users would 
not be subject to the jurisdiction of the 
Commission. The difficulty is that 
Colorado Interstate purchases its gas 
from Canadian and the purchase price 
is the interstate wholesale rate which 
is an operating expense on which 
Colorado Interstate’s resale rates are 
computed. Moreover, Canadian as re- 
quired by § 4(c) of the act has its 
rate to Colorado Interstate in a rate 
schedule on file with the Commission. 
Unless and until a new rate schedule 
was filed or the old schedule changed 
by the Commission, that rate would 
have to be exacted by Canadian and 
paid by Colorado Interstate. Sec- 
tion 4(d). That rate therefore could 


hardly be maintained if Colorado In- 


‘terstate were allowed as an operating 
expense a lesser amount for the gas 
it purchases from Canadian. 

[%, 8] Producing and gathering fa- 
cilities. Section 1(b) which we have 
already quoted states that the provi- 
sions of the act “shall not apply 
to the production or gathering of nat- 
ural gas.” The Commission deter- 
mined a rate base which includes 
Canadian’s production and gathering 
properties as well as its interstate 
transmission system. The return al- 
lowed by the Commission was limited 
to 64 per cent of the rate base so 
computed. The Commission made an 
®allowance for working capital to en- 
able Canadian to carry on its produc- 
tion and gathering operations. The 
Commission made an allowance for 
Canadian’s operating expenses which 
included the cost of producing and 
gathering natural gas. The Commis- 
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sion applied its formula for allocation 
of costs to Canadian’s production and 
gathering properties as well as to its 
other facilities. Thus Canadian con. 
tends that contrary to the mandate of 
§ 1(b) the Commission has under. 
taken to regulate the production and 
gathering of natural gas. Reliance for 
that position is sought from other pro. 
visions of the act. It is pointed out 
that § 1(a) declares that “the business 
of transporting and selling natural 
gas’ for ultimate distribution to the 
public is affected with a public inter- 
est and that Federal regulation “in 
matters relating to the transportation 
of natural gas and the sale thereof” 
in interstate commerce is necessary in 
the public interest. Transportation 
and sale do not include production or 
gathering. Other sections emphasize 
that distinction. Thus § 4 and § 5, 
the rate regulating provisions of the 
act, refer to charges for the “trans- 
portation or sale of natural gas, sub- 
ject to the jurisdiction of the Com- 
mission.” Section 7(a), 15 USCA 
§ 717£(a), 4 FCA title 15, § 717f(a) 
relates to the extension or improve- 
ment of “transportation facilities’; 
§ 7(b) to the abandonment of “fa- 
cilities subject to the jurisdiction of the 
Commission” ; § 7(c) to the construc- 
tion or extension of facilities for the 
“transportation or sale of natural gas, 
subject to the jurisdiction of the Com- 
mission.” It is pointed out that apart 
from § 1(b) only a few sections of 
the act refer to “production.” Sec: 
tion 5(b) gives the Commission power 
to investigate “the cost of the produc- 
tion or transportation of natural gas by 
a natural gas company in cases where 
the Commission has no authority to 
establish a rate governing the trans- 
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portation or sale of such natural gas.” 
This goes no further, it is said, than 
to aid state regulation. Section 9(a), 
15 USCA § 717h(a), 4 FCA title 15. 
Section 717h(a) authorizes the Com- 
mission to ascertain and determine and 
by order fix “the proper and adequate 
rates of depreciation and amortization 
of the several classes of property of 
each natural gas company used or use- 
ful in the production, transportation, 
or sale of natural gas.” Section 9(a) 
further provides that no natural gas 
company subject to the jurisdiction of 
the Commission shall charge to operat- 
ing expenses “any depreciation or 
amortization charges on classes of 
property other than those prescribed 
by the Commission, or charge with 
respect to any class of property a per- 
centage of depreciation or amortization 
other than that prescribed therefor by 
the Commission.” These are said, 


however, to be no more than account- 
ing requirements and distinct from 
the fixing of rates to be charged for 
public utility or transportation serv- 


ices. That distinction is emphasized, 
it is said, by the proviso in § 9(a) 
that “Nothing in this section shall 
limit the power of a state Commission 
to determine in the exercise of its 
jurisdiction, with respect to any nat- 
ural gas company, the percentage rates 
of depreciation or amortization to be 


allowed, as to any class of property of ' 


such natural gas company, or the com- 
posite depreciation or amortization 
rate, for the purpose of determining 
rates or charges.” The provisions of 
§ 10(a), 15 USCA § 717i(a), 4 FCA 
title 15 § 717i(a) which give the Com- 


mission authority to require reports 
from natural gas companies as to their 
assets and liabilities, the “cost of 
maintenance and operation of facili- 
ties for the production” of natural gas 
and the like are said to be mere infor- 
mation requirements quite consistent 
with the absence of power to regulate 
the production and gathering of nat- 
ural gas.? See Interstate Commerce 
Commission v. Goodrich Transit Co. 
(1912) 224 US 194, 56 L ed 729, 32 
S Ct 436. And the authority given 
the Commission by § 14(b), 15 USCA 
§ 717m(b), 4 FCA title 15, § 717m 
(b) is said merely to supplement the 
Commission’s powers under sections 
of the act. Section 14(b) grants the 
Commission power to determine “the 
adequacy or inadequacy of the gas re- 
serves held or controlled by any nat- 
ural-gas company” and “the propriety 
and reasonableness of the inclusion in 
operating expenses, capital, or surplus 
of all delay rentals or other forms of 
rental or compensation for unoperated 
lands and leases.” This is said to sup- 
plement the Commission’s authority 
over the construction, extension, or 
abandonment of facilities or service un- 
der § 7, the determination of amortiza- 
tion rates under § 9(a), and the ac- 
counting requirements of § 8. 

Support for Canadian’s position is 
also sought in the legislative history 
of the act. It is pointed out that the 
declared purpose of the legislation was 
to occupy the field in which this court 
had held the states might not act. See 
Federal Power Commission v. Hope 
Nat. Gas Co. (1944) 320 US 591, 
609, 610, 88 L ed 333, 348, 349, 51 





® Another section of the act which refers 
to “production” is § 11(a), 15 USCA § 717}. 
(a), 4 FCA title 15, § 717j(a). It gives the 
Commission certain functions to perform 
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where two or more states purpose compacts 
dealing with the conservation, production, 
transportation, or distribution of natural gas. 
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PUR(NS) 193, 64 S Ct 281. And it 
is noted that Senator Wheeler, who 
sponsored the legislation in the Senate, 
said during the debate in answer to an 
inquiry whether the bill undertook to 
regulate the production of natural gas 
or the producers of natural gas. “It 
does not attempt to regulate the pro- 
ducers of natural gas or the distribu- 
tors of natural gas; only those who sell 
it wholesale in interstate commerce.” 
81 Cong. Rec. p. 9312. 

From these various materials it is 
argued that the Commission has no au- 
thority to include producing or gather- 
ing facilities in a rate base or to include 
production or gathering expenses in 
operating expenses. It is said that 
when the Commission follows that 
course, it regulates the production and 
gathering of natural gas contrary to 
the provisions of § 1(b) of the act. It 
is argued that the correct procedure is 
for the Commission to allow in the 
~ operating expenses of a natural gas 
company, whose rates it is empowered 
to fix, the “fair field price” or “fair 
market value, as a commodity, of the 
gas” which finds its way into the trans- 
mission lines for interstate transpor- 
tation and sale. 

This is precisely the argument which 
West Virginia, appearing as amicus 
curiae, advanced in the Hope Natural 
Gas Company Case, supra. We re- 
jected the argument in that case. 320 
US at pp. 607-615, particularly p. 614, 
note 25. We have reviewed it here at 
this length in view of the seriousness 
with which it has been urged not only 
by Canadian but also by the Independ- 
ent Natural Gas Association of Amer- 
ica which appeared amicus curiae. But 
we adhere to our decision in the Hope 
58 PUR(NS) 


Natural Gas Company Case and will 
briefly state our reasons. 

A natural gas company as defined 
in § 2(6) of the act, 15 USCA § 717a 
(6), 4 FCA title 15, § 717a(6) is “a 
person engaged in the transportation 
of natural gas in interstate commerce, 
or the sale in interstate commerce of 
such gas for resale.” Canadian is such 
a company. It is plain therefore that 
the Commission has authority to fix its 
interstate wholesale rates. Section 5. 
It is obvious that when rates of a util- 
ity are fixed the value of its property is 
affected. For as we stated in the Hope 
Natural Gas Company Case, value is 
“the end product of the process of rate 
making not the starting point.” 320 
US at p. 601. When a natural gas 
company which owns producing 
properties or a gathering system is 
restricted in its earnings by a rate or- 
der, the value of all of its property is 
affected. Congress of course might 
have provided that producing or 
gathering facilities be excluded from 
the rate base and that an allowance be 
made in operating expenses for the 
fair field price of the gas as a commod- 
ity. Some have thought that to be the 
wiser course. But we search the act 
in vain for any such mandate. The 
committee report stated that the act 
provided “for regulation along recog- 
nized and more or less standardized 
lines” and that there was “nothing 
novel in its provisions.” H. Rep. No. 
709, 75th Cong. Ist Sess. p. 3. Cer- 
tainly the use of a rate base which re- 
flects the property of the utility whose 
rates are being fixed has been cus- 
tomary. 2 Bonbright, Valuation of 
Property (1937) Chap XXX; Smith, 
The Control of Power Rates in the 
United States and England (1932); 
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159 The Annals, 101. Prior to the act 
that method was employed in the fixing 
of the rates of gas, as well as electric, 
utilities. See Willcox v. Consolidated 
Gas Co. (1909) 212 US 19, 53 L ed 
382, 29 S Ct 192, 48 LRA(NS) 1134, 
15 Ann Cas 1034; Cedar Rapids Gas 
Light Co. v. Cedar Rapids (1912) 223 
US 655, 56 L ed 594, 32 S Ct 389; 
Newark Nat. Gas & Fuel Co. v. New- 
ark (1917) 242 US 405, 61 Led 393, 
37 S Ct 156, Ann Cas 1917B 1025; 
California R. Commission v. Pacific 
Gas & E. Co. (1938) 302 US 388, 82 
Led 319, 21 PUR(NS) 480, 58 S Ct 
334; Lone Star Gas Co. v. Texas 
(1938) 304 US 224, 82 L ed 1304, 24 
PUR(NS) 119, 58 S Ct 883. We do 
not say that the Commission lacks the 
authority to depart from the rate base 
method. We only hold that the Com- 
mission is not precluded from using it. 
There are ample indications through- 
out the act to support that view. Sec- 
tion 6(a), 15 USCA § 717e(a), 4 
FCA title 15, § 717e(a) empowers the 
Commission to investigate and ascer- 
tain the “actual legitimate cost of the 
property of every natural-gas company, 
the depreciation therein, and, when 
found necessary for rate-making pur- 
poses, other facts which bear on the de- 
termination of such cost or deprecia- 
tion and the fair value of such prop- 
erty.” As we have noted, § 9(a) gives 
the Commission authority not only to 
require natural gas companies to carry 
proper and adequate depreciation and 
amortization accounts but also to fix 
such rates for “the several classes of 
property of each natural-gas company 
used or useful in the production, trans- 
portation, or sale of natural gas.”’ And 
§ 14(b), as already stated, not only 
gives the Commission authority to de- 


termine the adequacy or inadequacy of 
gas reserves of a natural-gas company 
but also empowers it to determine the 
“propriety and reasonableness of the 
inclusion in operating expenses, cap- 
ital, or surplus of all delay rentals or 
other forms of rental or compensation 
for unoperated lands and leases.” Sec- 
tion 9(a) and § 14(b), though de- 
signed not to limit the power of state 
regulatory agencies, plainly were de- 
signed to aid the Commission in its 
rate-making functions. These provi- 
sions *° all suggest that when Congress 
designed this act it was thinking in 
terms of the ingredients of a rate base, 
the deductions which might be made, 
and the additions which were contem- 
plated. No exclusion of property used 
or useful in production of natural gas 
was made. That type of property was 
not singled out for special treatment; 
it was treated the same as all other 
property. We must read § 1(b) in 
the context of the whole act. It must 
be reconciled with the explicit provi- 
sions which describe the normal con- 
ventions of rate making. 

That does not mean that the part of 
§ 1(b) which provides that the act 
shall not apply “to the production or 
gathering of natural gas” is given no 
meaning. Certainly that provision 
precludes the Commission from any 
control over the activity of producing 
or gathering natural gas. For ex- 
ample, it makes plain that the Com- 
mission has no control over the drilling 
and spacing of wells and the like. It 
may put other limitations on the Com- 
mission. We only decide that it does 
not preclude the Commission from re- 
flecting the production and gathering 





10 Sections 5(b), 6(a), 9(a), 10(a), and 
14(b). 
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facilities of a natural gas company in 
the rate base and determining the ex- 
penses incident thereto for the purposes 
of determining the reasonableness of 
rates subject to its jurisdiction. 

That treatment of producing prop- 
erties and gathering facilities has of 
course an indirect effect on them. As 
we have said, rate making like other 
forms of price fixing may reduce the 
value of the property which is being 
regulated. Federal Power Commis- 
sion v. Hope Nat. Gas Co. supra, (320 
US at p. 601, 88 L ed at p. 344). 
But that would be true whether or not 
a rate base was used. Canadian would 
be the first to object if the gas which it 
owns was given no valuation in these 
proceedings. Obviously it has value. 


The act does not say that the Commis- 
sion would have to value it at the fair 
field price if the Commission aban- 


doned the rate-base method of regula- 
tion. We held in the Hope Natural 
Gas Company Case that under the act 
it is “the result reached not the method 
employed which is controlling. 

It is not theory but the impact of the 
rate order which counts. If the total 
effect of the rate order cannot be said 
to be unjust and unreasonable, judicial 
inquiry under the act is at an end.” 
320 US at p. 602, 51 PUR(NS) at p. 
200. If the Commission followed 
Canadian’s method, excluded the pro- 
ducing properties and gathering facil- 
ities from the rate base, valued the gas 
at a price which would reduce the earn- 
ings to the level of the present order, 
the effect on the producing properties 
and gathering facilities would be pre- 
cisely the same as in the present case. 
Since there is no provision in the act 
which would require the Commission 
to value the gas at the price urged by 
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Canadian, the problem on review 
would be whether the end result was 
unjust and unreasonable. The point is 
that whatever method for rate making 
is taken the fixing of rates affects the 
value of the underlying property. 
Hence § 1(b) could be read as pe- 
titioners read it only if Congress had 
put a floor under producing properties 
and gathering facilities and fixed a 
minimum return on them. 

These considerations lead us to con- 
clude that § 1(b) does not prevent the 
Commission from taking into account 
the production properties and gather- 
ing facilities of natural gas companies 
when it fixes their rates. 

[9] Original Cost of Production and 
Gathering Facilities. The Commis- 
sion found the actual legitimate cost 
of Canadian’s property, including its 
producing properties and gathering 
facilities, to be $10,784,464 as of De- 
cember 31, 1939. It deducted $2,134,- 
629 for accrued depreciation and deple- 
tion. It added $150,738 for working 
capital and $571,923 for gross plant 
additions to December 31, 1941. The 
result was a rate base of $9,372,496 
which the Commission rounded to 
$9,375,000. The Commission reject- 
ed estimates of reproduction cost new 
less observed depreciation because they 
were “too conjectural to have pro- 
bative value” and adopted original cost 
as “the best and only reliable evidence 
as to property values.” 43 PUR 
(NS) at pp. 213, 214. Canadian 
maintains that if its leaseholds are to 
be included in the rate base, it was im- 
proper to value them as the Commis- 
sion did. Canadian offered evidence 
that their present market value was 
much higher. It also offered evidence 
of a commodity market value of nat- 
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yal gas per thousand cubic feet 
hich would give a much higher 
value to the production phase of 
(anadian’s business. - We do not 
sop to develop the details of these 
ines of evidence. We cannot say that 
the Commission was under a duty to 
put the leaseholds into the rate base at 
the valuation urged by Canadian un- 
less we revise what we said in Federal 
Power Commission v. Natural Gas 
Pipeline Co. (1942) 315 US 575, 586, 
% L ed 1037, 1049, 42 PUR(NS) 
129, 62 S Ct 736, and overrule Federal 
Power Commission v. Hope Nat. Gas 
Co. (1944) 320 US 591, 88 L ed 333, 
51 PUR(NS) 193,64 S Ct 281. We 
held in those cases that the Commission 
was not bound to the use of any single 
formula in determining rates. And in 
the Hope Natural Gas Company Case 
we sustained a rate order based on 
actual legitimate cost against an in- 
sistent claim that the producing proper- 
ties should be given a valuation which 
reflected the market price of the gas. 
In those cases we held that the question 
for the courts when a rate order is 
challenged is whether the order viewed 
in its entirety and measured by its end 
results meets the requirements of the 
act. That is not a standard so vague 
and devoid of meaning as to render ju- 
dicial review a perfunctory process. It 
is a standard of finance resting on stub- 
born facts. “From the investor or 
company point of view it is important 
that there be enough revenue not only 
for operating expenses but also for the 
capital costs of the business. These 
include service on the debt and divi- 
dends on the stock. Cf. Chicago & G. 
T.R. Co. v. Wellman (1892) 143 US 


339, 345, 346, 36 L ed 176, 179, 180, 
12 S Ct 400. By that standard the re- 
turn to the equity owner should be 
commensurate with returns on invest- 
ments in other enterprises having cor- 
responding risks. That return, more- 
over, should be sufficient to assure con- 
fidence in the financial integrity of the 
enterprise, so as to maintain its credit 
and to attract capital. See Missouri ex 
rel. Southwestern Bell Teleph. Co. v. 
Public Service Commission, 262 US 
276, 291, 67 L ed 981, 986, PUR 
1923C 193, 43 S Ct 544, 31 ALR 807 « 
(Mr. Justice Brandeis concurring).” 
Federal Power Commission v. Hope 
Nat. Gas Co. supra (320 US at p. 603, 
51 PUR(NS) at p. 200). 

Hence, we cannot say as-a matter 
of law that the Commission erred in 
including the production properties in 
the rate base at actual legitimate cost. 
That could be determined only on con- 
sideration of the end result of the rate 
order, a question not here under the 
limited review granted the case. 


[10] Cost to Canadian’s Affiliate. 
As we have seen, Canadian and Colo- 
rado Interstate had their origin in an 
agreement made in 1927. between 
Southwestern, Standard, and Cities 
Service. Pursuant to that agreement 
Southwestern organized Canadian, a 
wholly owned subsidiary, to which 
were transferred the gas leaseholds and 
producing property owned by Am- 
arillo, a wholly owned subsidiary of 
Southwestern. The cash considera- 
tion for this transfer was $5,000,000 
which was advanced by Standard at 6 
per cent interest. Colorado Interstate 
was organized by Standard to con- 
struct and operate the pipe line to con- 





Cf. the British standards described in 
Smith, The Control of Power Rates in the 


[6] 


United States and England, 159 Annals, 101, 
103, 104. 
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nect with Canadian’s facilities and to 
transport the gas to the Denver market 
and intermediate points. 

Canadian issued $11,000,000 of 6 
per cent 20-year bonds to finance its 
portion of the total project. Colorado 
Interstate purchased those bonds with 
part of the proceeds of $19,200,000 of 
its own 6 per cent 20-year sinking-fund 
bonds which Standard had purchased 
at par. Canadian repaid the $5,000,- 
000 advance made by Standard out of 
the proceeds of the sale of its bonds to 
Colorado Interstate. Canadian’s stock 
was issued to Southwestern and is car- 
ried on Canadian’s books at $1. Can- 
adian entered into a “cost” contract 
with Colorado Interstate whereby 
Canadian agreed to produce and sell 
gas to Colorado Interstate at “cost’’ for 
twenty years which might be extended 
by Colorado Interstate. Under the 
“cost” included Canadian’s 


contract, 
operating expenses, interest at 6 per 
cent, and amortization (in lieu of de- 
preciation, depletion, and retirements ) 
of all of Canadian’s indebtedness over 


the 20-year period. It was also pro- 
vided that Canadian’s “cost’’ under the 
contract should be decreased by any 
profits which it might obtain from 
other sources including any local sales. 
Thus it was obvious that Canadian un- 
der this “cost” contract would have 
no profits available for dividends on its 
stock. 

But in accordance with the agree- 
ment Colorado Interstate issued $2,- 
000,000 par value 6 per cent preferred 
stock and 1,250,000 shares of no par 
common. Cities Service received 15 
per cent of the common stock. The 
rest of the common stock and all of the 
preferred was divided equally between 
Southwestern and Standard. The lat- 
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ter paid $2,000,000 in cash for its 
share of preferred and common, 
Southwestern received not only pre 
ferred and common stock, but also $5, 
000,000 in cash from the proceeds of 
the $11,000,000 of bonds which Ca. 
nadian issued and which were to be 
amortized over twenty years as part of 
the “cost” of gas sold to Colorado In. 
terstate by Canadian. 

Canadian contends that the Com- 
mission should have included $5,000- 
000 in the rate base for the gas leases 
and producing properties acquired 
from Amarillo. The original cost of 
the properties to Amarillo was $1,879. 
504. That is all the Commission al- 
lowed. It said: “Any treatment 
which would permit the capitalization 
of such amounts would open the door 
to the renewal of past practices of the 
utility industry when properties were 
traded between affiliated interests at 
inflated prices with the expectation that 
the public would foot the bill.” 43 
PUR(NS) at p. 215. We agree. 
Southwestern owned the producing 
properties at the beginning of the 
transaction through one subsidiary; it 
owned them at the end of the trans- 
action through another subsidiary. 
As between Southwestern and its sub- 
sidiaries there was no more than an 
intercompany profit. If Amarillo rath- 
er than Canadian had entered the proj- 
ect, had sold a bond issue to South- 
western and with part of the proceeds 
paid off a $5,000,000 loan to Standard, 
certainly the amount of that payment 
would not be properly included in its 
rate base. We fail to see a difference 
in substance when another wholly 
owned subsidiary is utilized by South- 
western. The fact that the negotia- 
tions between Southwestern and 
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_ Bsandard were at arm’s length has no 

Maring on the present problem. The 
nd result is that property has been 
ansferred at a write-up from one of 
"Bouthwestern’s pockets to another. 

e impact on consumers of utility 
ervice of write-ups and inflation of 
apital assets through intercompany 
ransactions or otherwise is obvious. 

he prevalence of the practice in the 
holding company field gave rise to an 
insistent demand for Federal regula- 
tion. See S. Doc. No. 92, Pt. 84-A, 
Nth Cong. 1st Sess., Utility Corpora- 
tions, Final Report of the Federal 
Trade Commission (1936); Bon- 
bright & Means, The Holding Com- 
pany (1932), chap VI; Barnes, The 
Economics of Public Utility Regula- 
tion (1942) pp. 95 et seq. 

American Teleph. & Teleg. Co. v. 
United States, 299 US 232, 81 L ed 
142, 16 PUR(NS) 225, 57 S Ct 170, 
is not opposed to our position. It 
merely indicates a proper treatment for 
an intercompany transaction where in 
fact an additional investment is shown 
to exist. 


Affirmed. 


Mr. Justice Roberts and Mr. Justice 
Reed dissent from so much of the 
opinion as approves the allocation by 
the Commission of investments and 
expenses to the nonregulable trans- 
mission properties. They concur in 
the dissent of the Chief Justice in Ca- 
nadian River Gas Co. v. Federal Pow- 
et Commission. 


Mr. Justice JACKSON, concurring: 
I concur in upholding orders of the 
Federal Power Commission in this and 


companion cases. The court cannot, 
consistently with Federal Power Com- 
mission v. Hope Nat. Gas Co. (1944) 
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320 US 591, 88 L ed 333, 51 PUR 
(NS) 193, 64 S Ct 281, do otherwise. 
The opinion in the Hope Natural 
Gas Company Case laid down funda- 
mental principles of decision in this 
language: ‘Under the statutory stand- 
ard of ‘just and reasonable’ it is the 
result reached, not the method em- 
ployed, which is controlling. 
It is not theory but the impact of the 
rate order which counts. If the to- 
tal effect of the rate order cannot be 
said to be unjust and unreasonable, ju- 
dicial inquiry under the act is at an 
end. The fact that the method em- 
ployed to reach that result may contain 
infirmities is not then important.” 
Federal Power Commission v. Hope 
Nat. Gas Co. supra (320 US at p. 602, 
51 PUR(NS) at p. 200). This case 
introduced into judicial review of ad- 
ministrative action the philosophy that 
the end justifies the means. I had 
been taught to regard that as a ques- 
tionable philosophy, so I dissented and 
still adhere to the dissent. But it is the 
law of this court, and I do not under- 
stand that any majority is ready to re- 
consider it. 

It is true that the act excludes “pro- 
duction or gathering of natural gas” 
from jurisdiction of the Commission. 
If the Commission had imposed any 
direct regulation upon that activity, I 
would join in holding it to have ex- 
ceeded its jurisdiction. But the orders 
in question have no immediate “im- 
pact” upon production or gathering 
of gas. 

The statute commands the Commis- 
sion to regulate the price of natural gas 
transported and sold at wholesale in in- 
terstate commerce for resale. The 
Commission has investigated the fiscal 
aspects of production and gathering 
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because of their bearing on the reason- 
ableness of interstate rates. I suppose 
a Commission is free to take evidence 
as to conditions and events quite be- 
yond its regulatory jurisdiction where 
they are thought to affect the cost of 
that whose price it is directed to de- 
termine. This, as I see it, is all that 
has been done here. 

Of course the Commission’s order, 
whose primary impact is on rates in 
the interstate markets, has a very im- 
portant secondary effect on production 
and on producers of gas. As the in- 
dustry is organized the Commission 
could not fix an interstate price that 
would not have some such reaction. 
Indeed, I think the Commission can- 
not wisely fix a reasonable price with- 
out considering its incidental effect on 
production. 


To let rate base figures, compiled 
on any of the conventional theories of 
rate making, govern a rate for nat- 
ural gas seems to me little better than 
to draw figures out of a hat. These 
cases confirm and strengthen me in the 
view I stated in the Hope Natural Gas 
Company Case that the entire rate base 
method should be rejected in pricing 
natural gas, though it might be used 
to determine transportation costs. 
These cases vividly demonstrate the 
delirious results produced by the rate 
base method. These orders in some 
instances result in three different 
prices for gas from the same well. The 
regulated company is a part owner, and 
unregulated company is a part owner, 
and the landowner has a royalty share 
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of the production from certain wells 
The regulated company buys all of th, 
gas for its interstate business. It jg 
allowed to pay as operating expensed 
an unregulated contract price for it 
co-owner’s share and a different unreg 
ulated contract price for the royalty 
owner’s share, but for its own share 
it is allowed substantially less tha 
either. Any method of rate making by 
which an identical product from , 
single well, going to the same consum.- 
ers, has three prices depending on who 
owns it does not make sense to me. 

These cases furnish another example 
of the capricious results of the rate base 
method in this kind of case. The 
Commission has put five of the most 
important leaseholds, containing ap- 
proximately 47,000 acres, in the rate 
base at $4,244.24, something under 10 
cents per acre. Three such leases are 
put in the rate base at zero. This is 
because original cost was used, and 
these were bought before discovery of 
gas thereon. The company which took 
the high risk of wildcat exploration is 
thus allowed a return of 64 per cent on 
nothing for the three leases and a re- 
turn of less than $300 a year on the 
others. Their present market value 
is shown by testimony to be over 
$3,000,000. 

I cannot fairly say that the Com- 
mission exceeded its jurisdiction in 
obtaining this evidence and making 
these calculations, even though the evi- 
dence related to production and gather- 
ing of gas. But I do think it is a fan- 
tastic method of fixing a “just and 
reasonable” price for gas.’ All of that, 





1It does not help me to know what is a 
reasonable price for gas to learn what it does 
to outstanding securities. Many gas com- 
panies were organized and operated in care- 
free days when they issued stocks and bonds 
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without supervision. It does not prove that 
a gas rate is too low to show that it does not 


pay dividends on inflated values. Nor is 4 
rate proved excessive by the fact that it pays 
a large dividend upon an exceedingly cor- 
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however, was thrashed out in the Hope 
Natural Gas Company Case. 

I do not recede from the views there- 
in stated that Hope provides no work- 
able basis of judicial review, no key by 
which Commissions can anticipate 
what rule, if any, will control our re- 
view, and no guidance to counsel as to 
what issues they should try or how 
they should try them. I think, how- 
ever, that the majority which promul- 
gated that decision, or a majority of 
that majority, should be permitted to 
continue to spell out its application to 
specific problems until we see where it 
leads. 

It is difficult for me in these cases, 
and in some it might be impossible, to 
follow the rule of Hope in reaching a 
decision. I have no intuitive knowl- 
edge as to whether a given price is rea- 
sonable, and my fundamental concept 


of reasonable price in this industry and 
how to find it has been rejected by the 


court. But it happens that this case 
illustrates some aspects of the problem 
of pricing gas, as will appear from the 
reasons I shall state for the failure of 
the company in this case to convince 
me that it is wronged by the reduction 
of prices ordered by the Commission. 

Farsighted gas-rate regulation will 
concern itself with the present and fu- 
ture, rather than with the past, as the 
rate base formula does. It will take 
account of conditions and trends at the 
source of the supply being regulated. 
It will use price as a tool to bring goods 
to market—to obtain for the public 
service the needed amount of gas. 
Once a price is reached that will do 
that, there is no legal or economic rea- 
son to go higher; and any rate above 


one that will perform this function is 
unwarranted. If the supply comes 
from a region where there is such over- 
production that owners are ready to 
sell for less than a fair return on their 
investment, there is no reason why the 
public should pay more. On the other 
hand, if the supply is not too plentiful 
and the price is not a sufficient incen- 
tive to exploit it and fails to bring 
forth the quantity needed, the price is 
unwisely low, even if it does square 
perfectly with somebody’s idea of re- 
turn on a “rate base.” The problem, 
of course, is to know what price level 
will be adequate to perform this eco- 
nomic function. 


This case throws light on a subject 
which in Hope I was trying to discuss 
more abstractly. The evidence here 
shows facts from which we can learn, 
in the way any practical buyer would 
seek to learn, at which price this com- 
pany is able, willing, and ready to 
bring gas into the interstate wholesale 
market. It is what might be called the 
most-favored-customer test, a test of 
course not available in a fully regulated 
industry but peculiarly adapted to the 
conditions of the natural gas industry 
as it has developed. This petitioner, 
Colorado Interstate Gas Company, 
sells to Colorado Fuel and Iron Com- 
pany a large quantity of gas for indus- 
trial use. Its consumption approxi- 
mates that of all the inhabitants of 
Denver. Colorado Fuel and Iron used 
in plants 7,257,379 thousand cubic 
feet, while Denver was supplied for 
public service 6,196,882 thousand cu- 
bic feet. The rates to the Fuel and 
Iron Company are not and never have 
been regulated by public authority. In 





servative capitalization. I think Hope’s use 
of return on stock or bond issues, repeated 
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in these cases, is one of the least reliable of 
possible tests of rates. 
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May, 1938, the Gas Company con- 
tracted to extend the Fuel and Iron 
supply contract for five years at 94 
cents per thousand cubic feet for boiler 
fuel and 16 cents per thousand cubic 
feet for other purposes. The same gas 
is sold wholesale by the same company 
at the Denver city gate to the local dis- 
tributing company at 40 cents per 
thousand cubic feet. 

Of course differences in conditions 
of delivery must be allowed for. Gas 
from the field is transmitted roughly 
200 miles from the field to Colorado 
Fuel and Iron and about another 100 
miles to Denver. If 50 per cent more 
transportation added 50 per cent to the 
entire price of the Fuel and Iron Com- 
pany gas, which would mean attribut- 
ing a zero value to it in the field and 
its entire selling price to transporta- 
tion, it would bring gas to the city gate 
of Denver at about 14 cents based on 
boiler gas and 24 cents based on other 
gas, instead of the 40 cents being 
charged. 

Another difference must be allowed 
for. The Denver public service has 
priority over the industrial gas in time 
of shortage. This is an impressive le- 
gal advantage, but one whose real 
worth depends on the number and du- 
ration of interruptions it causes in ac- 
tual practice. From the tabulation of 
reductions and suspensions of service 
the Fuel and Iron Company appears to 
have suffered 5 interruptions from 
1932 to December 31; 1940—the 
shortest for fifteen hours, the longest 
for fifty hours. I do not belittle these 
interruptions—they may be very cost- 
ly to an industrial customer—but 
nothing indicates that they account for 
any such difference in price as we have 
here. 
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There is every indication that the 
Colorado Fuel and Iron price was real- 
ly a bargained one. The gas com- 
pany’s position seems to have been the 
same as that stated by one of the wit- 
nesses in the Panhandle Case, “It may 
be heresy to say so but we try to 
charge our nonregulated customers all 
the traffic will bear.” This may have 
been candor; it is not heresy. Such 
is the normal spirit of the market place, 
But the record shows that Colorado 
Fuel and Iron was not at the mercy of 
the gas company, was bargaining at 
arm’s length, had a good bargaining 
position. It had been using other fuels 
and the gas company had to bid for its 
business as against fuel competition. 
Under this pressure the gas company 
was able, ready, and willing to part 
with its gas, delivered 200 miles from 
the field, at 94 to 16 cents per thousand 
cubic feet. 

What about the Denver rate? 
There the local distributing company, 
which was the purchaser, was a sub- 
sidiary of Cities Service, one of the 
three companies that owned the pipe 
line and gas supply and were the sellers 
of the gas. That local company had 
been distributing manufactured gas, by 
comparison with which 40-cent natural 
gas would look cheap, and is cheap. It 
is not necessary to draw, any invidious 
inferences from intercorporate rela- 
tionships to conclude that the 40-cent 
rate at the Denver gate was not a vig- 
orously bargained one and was not 
much influenced by competitive consid- 
erations. The great economic advan- 
tages of natural gas to householders 
and the relative wastefulness of its in- 
dustrial use are developed in my opin- 
ion in Hope. 

I strongly suspect from the history 
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of this transaction that there is an ex- 
planation of the difference in price— 
one which is not an uncommon argu- 
ment used to justify a lower price to 
industrial than to household users. To 
supply Denver required laying a 20- 
inch pipe line, requires operating it, 
and requires most of the overhead of 
the business. To carry the additional 
fuel and iron business required only 
to lay the first 200 miles of pipe of 22- 
inch diameter instead of 20, and the 
additional revenue from _ industrial 
sales does not add the same propor- 
tion of capital investment, overhead, or 
operating expense. Thus, charging to 
Denver and other wholesale purchasers 
for resale to the public no more than 
would be charged if that service stood 
alone, the company may justify its in- 
dustrial sales at low rates as good busi- 
ness from petitioner’s management 
point of view. 

But I do not think it can be accept- 
ed as a principle of public regulation 
that industrial gas may have a free 
ride because the pipe line and com- 
pressor have to operate anyway, any 
more than we can say that a big con- 
sumer should have a free ride for his 
coal because the trains run anyway. It 
is true that the Natural Gas Act for- 
bids discrimination only as between 
regulated rates and does not forbid dis- 
criminations between the regulated and 
unregulated ones. 15 USCA § 717c 
(b), 4 FCA title 15, § 717c(b). But I 
do not think it precludes use of a vol- 
untary, fairly bargained selling price as 
a standard of what is a “just and rea- 
sonable” price. By use of the unregu- 
lated price as a basis for comparison I 
think a reduction in the wholesale rates 
for resale to the public is in order. If 
this makes low price industrial busi- 
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ness less desirable, it will be in the 
long-range public interest for reasons 
more fully stated by me in Hope. 

I should like to reverse this case, not 
because I think the rate reduction is 
wrong, but because I think the real in- 
wardness of the gas business as affects 
the future has been obscured by the 
Commission’s preoccupation with 
bookkeeping and historical matter. 
Such considerations may be relevant 
to rate base theories, but will not be 
very satisfying to a coming generation 
that will look back and judge our pres- 
ent regulatory method in the light of 
an exhausted and largely wasted gas 
supply. But as the matter stands I see 
no legal grounds for reversal. 


No. 380 


Mr. Chief Justice Stone, dissent- 
ing: Mr. Justice Roberts, Mr. Justice 


Reed, Mr. Justice Frankfurter, and I 
are of opinion that the Federal Power 
Commission, in making the rate order 
here under attack, exceeded its juris- 
diction and reached a result which 
must be rejected because unauthorized 
by the applicable statute. 

In fixing rates for petitioner’s in- 
terstate business of transporting and 
selling natural gas for resale, the Com- 
mission included petitioner’s gas wells 
and gas gathering facilities together 
with all its transportation and distri- 
bution facilities in a single rate base. It 
valued the wells and gathering facil- 
ities at their prudent investment cost 
of many years ago, a valuation dras- 
tically less than their present market 
value. It then restricted petitioner’s 
return to 64 per cent of the rate base, 
including the wells and production 
facilities, constituting approximately 
two-thirds of the total rate base. It 
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thus subjected petitioner’s production 
and gathering property to the same 
regulation as that which the statute 
imposes upon petitioner’s property 
used and useful in the interstate trans- 
portation and sale of gas for resale. 
This, we think, the Natural Gas Act in 
plain terms prohibits. 


The Natural Gas Act of 1938, 52 
Stat 821, Chap 556, 15 USCA §§ 717 
et seq., 4 FCA title 15, §§ 717 et seq., 
as amended February 7, 1942, 56 Stat 
83, Chap 49, declares, § 1(a): “the 
business of transporting and selling 
natural gas for ultimate distribution to 
the public is affected with a public in- 
terest, and Federal regulation 
in matters relating to the transporta- 
tion of natural gas and the sale thereof 
in interstate and foreign commerce is 
necessary in the public interest.” In 
the execution of this policy §§ 4 and 5 


of the act set up a complete scheme of 
regulation of rates and charges for the 
transportation and sale of natural gas 
by “natural gas companies” at whole- 


sale in interstate commerce. Section 
2(6) defines a natural gas company as 
“a person engaged in the transporta- 
tion of natural gas in interstate com- 
merce, or the sale in interstate com- 
merce of such gas for resale.” Section 
1(b) provides: “The provisions of 
this act shall apply to the transporta- 
tion of natural gas in interstate com- 
merce, to the sale in interstate com- 
merce of natural gas for resale ne 
but shall not apply to any other trans- 
portation or sale of natural gas 

or to the production or gathering of 
natural gas.” 

The court rejects petitioner’s con- 
tentions that these provisions preclude 
the Commission from including the gas 
wells and gathering facilities in the 
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rate base for petitioner’s regulated 
business; that regulation begins only 
with the delivery of gas into petition. 
er’s transmission pipe line and ip- 
cludes, as the statute provides, only the 
interstate transportation and sale of 
the gas for resale: Petitioner insists 
that, since the wells and gathering 
facilities are not subject to Commis- 
sion regulation, the cost or value of 
the gas upon its delivery to petitioner’s 
transmission line must, for purposes of 
rate regulation of the regulated busi- 
ness of transportation and sale, be 
taken at its fair market value. 

This issue is now for the first time 
presented to this court for decision. 
No such question was raised or decid- 
ed in Federal Power Commission vy. 
Hope Nat. Gas Co. (1944) 320 US 
591, 610-614, 88 L ed 333, 349-351, 
51 PUR(NS) 193, 64S Ct 281. Al- 
though it was mentioned in the 
amicus brief of the state of West Vir- 
ginia, which was not a party to the 
suit, no such issue was raised by the 
parties in the case. There the gas wells 
and gathering property were included 
in the rate base valued at its prudent 
investment cost, and the allowed re- 
turn was restricted to 64 per cent. But 
no objection was taken to the inclu- 
sion of the production property in the 
rate base, either in the circuit court of 
appeals or, so far as the record shows, 
in the application to the Commission 
for rehearing. Section 19(b) provides 
that no objection to the Commission’s 
order may be considered by the court 
unless raised in the application to the 
Commission for rehearing. The pro- 
duction property having been included 
in the rate base without objection, we 
could consider only the question which 
was raised with respect to property ad- 
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mitted to be properly a part of the rate 
base, namely, whether its valuation by 
the Commission and the allowed rate of 
return were within constitutional lim- 
its. Cf. Cohen v. Virginia (1821) 6 
Wheat (US) 264, 399, 5 L ed 257, 
290. 

The act speaks in terms of activi- 
ties which are regulated and those 
which are not. It subjects the inter- 
state transportation and sale of nat- 
ural gas, an activity, to the jurisdic- 
tion of the Commission, which includes 
the exercise of its rate-making func- 
tion as prescribed by §§ 4 and 5, and 
which concededly extends to the valua- 
tion of property used in interstate 
transportation and sale of natural gas 
and to the determination of a fair rate 
of return upon that value. 

Even though production and gath- 
ering could be thought te be a part 
of the regulated transportation and 
sale, that possibility is precluded by 
the words of § 1(b) which say: ‘The 
provisions of this act [including those 
of §§ 4 and 5 which prescribe rate 
making for the activity of transporting 
and selling wholesale] shall not apply” 
to another activity, “the production or 
gathering of natural gas.” 

It does not seem possible to say in 
plainer or more unmistakable language 
that the one activity, interstate trans- 
portation and sale, is to be subjected 
to, and that the other, production or 
gathering, is to be excluded from, the 
valuation and rate-making powers of 
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the Commission. To interpret the 
words “production or gathering” in 
§ 1(b) in the only way which the 
court or the government is able to sug- 
gest, as referring only to the physical 
activities of drilling and spacing the 
gas wells, and thus excluding such ac- 
tivities alone from regulation, seems 
hardly plausible. It is true that “pro- 
duction or gathering” are activities 
which may include the drilling and 
spacing of gas wells. But the “trans- 
portation or sale” referred to in the 
phrase of § 1(b) “but shall not apply 
to any other transportation or sale of 
natural gas or to the produc- 
tion or gathering of “natural gas,” is 
also an activity. Yet the court and the 
suvermment concede that by the com- 
mand of the act that it “shall not ap- 
ply” to the activity of “any other trans- 
portation or sale,” petitioner’s prop- 
erty used in the transportation and sale 
of gas to industrial consumers is ex- 
cluded from the rate base. They thus 
reach the surprising conclusion that 
property used in one sort of activity to 
which the provisions of the act are de- 
clared not to apply, may nevertheless 
be included in the rate base, while 
holding that another sort of property, 
also used in an activity to which the 
provisions of the act are by the same 
phrase declared not to apply, is never- 
theless excluded from the rate base. 
Nor is the plausibility of the gov- 
ernment’s construction aided by refer- 
ence to the provisions of the act? giv- 





1Section 5(b) authorizes investigation by 
the Commission of the cost of production 
of natural gas, where the Commission has 
no authority to establish a rate governing 
the transportation or sale of such _nat- 
ural gas. Section 6(a) empowers the Com- 
mission to ascertain the cost of the proper- 
ty of every natural gas company and other 
facts bearing on the determination of such 
cost “when found necessary for rate-making 
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purposes.” Section 9(a) authorizes the Com- 
mission to determine the proper “rates of de- 
preciation and amortization” of the several 
classes of property of each natural gas com- 
pany “used or useful in the production, trans- 
portation, or sale of natural gas.” Section 10 
(a) gives the Commission authority to require 
reports from natural gas companies of their 
“cost of maintenance and operation of facili- 
ties for the production” of natural gas. Sec- 
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ing the Commission power to make in- 
vestigations, to regulate accounts, to 
gather information and to find values 
of property of natural gas companies 
and their depreciation. These provi- 
sions are obviously directed at aiding 
the Commission in the exercise of vari- 
ous powers which are conferred upon 
it but which are unrelated to the regu- 
lation of the production or gathering 
of natural gas. Section 5(b), for ex- 
ample, authorizes the Commission to 
procure the information of costs of 
production or transportation of natural 
gas in aid of state Commissions, and 
such was its purpose. H.Rep No. 709, 
p 5, 75th Cong Ist Sess on HR 6586. 
Sections 9(a) and 10(a) give author- 
ity essential to the Commission’s ad- 
mitted power to regulate the interstate 
sale of gas at wholesale, to determine 
whether the cost of or charge for the 
gas acquired by a natural gas company, 
whose rates are regulated, are exces- 
sive because unrelated to fair or mar- 


ket value, especially where the relations . 


between the producer and the interstate 
wholesale distributor are~not at arm’s 
length. United Fuel Gas Co. v. Ken- 
tucky R. Commission, 278 US 300, 
320, 73 L ed 390, 401, PUR1929A 
433, 49 S Ct 150; Smith v. Illinois 
Bell Teleph. Co. 282 US 133, 144, 75 
L ed 255, 260, PUR1931A 1,51 S Ct 
65; Western Distributing Co. v. Pub- 
lic Service Commission, 285 US 119, 
76 L ed 655, PUR1932B 236, 52 S Ct 
283; Dayton Power & Light Co. v. 
Public Utilities Commission (1934) 
292 US 290, 78 L ed 1267, 3 PUR 
(NS) 279, 54 S Ct 647; Natural Gas 
Pipeline Co. v. Slattery (1937) 302 
US 300, 306-308, 82 L ed 276, 279, 
tion 14(b) gives the Commission power to de- 


termine the “adequacy or inadequacy. of the 
gas reserves held or controlled’ by them. 
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280, 21 PUR(NS) 255, 58 S Ct 199. 
Arkansas Louisiana Gas Co. v. De. 
partment of Public Utilities (1938) 
304 US 61, 82 L ed 1149, 23 PUR 
(NS) 337, 58 S Ct 770; Cf. Interstate 
Commerce Commission v. Goodrich 
Transit Co. (1912) 224 US 194, 211, 
56 L ed 729, 736, 32 S Ct 436. And 
the determination of the Commission 
permitted by § 14(a) with respect to 
the amount of gas reserve is essential 


to the determination of the rate of de- 


preciation and amortization of the gas 
company’s regulated transmission line, 
since its useful life is normally limited 
by the available gas supply. 

No reason, founded upon the lan- 
guage of the statute or its purpose, is 
advanced for disregarding the plain 
command of § 1(b) excluding the pro- 
duction or gathering of the gas from 
those other activities, the transporting 
and selling, which are subject to the 
regulatory provisions of §§ 4 and 5. 
The language was well chosen to ac- 
complish exactly what the legislative 
history shows was intended to be ac- 
complished. The report of the House 
Committee (H. Rep. No. 709, 75th 
Cong. Ist Sess.), recommending adop- 
tion of the bill which became the 
Natural Gas Act, shows beyond doubt 
that the purpose of the legislation was 
to bring under Federal regulatory con- 
trol the interstate transportation and 
sale of natural gas which had been held 
not to be subject to state regulation, in 
Missouri ex rel. Barrett v. Kansas 
Nat. Gas Co. 265 US 298, 68 L ed 
1027, PUR1924E 78, 44 S Ct 544; 
Cf. Rhode Island Pub. Utilities Com- 
mission v. Attleboro Steam & Electric 
Co. 273 US 83, 71 L ed 549, PUR 
1927B 348, 47 S Ct 294, but to leave 
undisturbed all other matters which 





COLORADO INTERSTATE GAS CO. v. FEDERAL POWER COM. 


were then subject to state regulation, 
which included rate making for pro- 
duction and gathering. See Illinois 
Nat. Gas Co. v. Central Illinois Pub. 
Service Co. (1942) 314 US 498, 506, 
86 L ed 371, 376, 42 PUR(NS) 53, 
62 S Ct 384; Federal Power Commis- 
sion v. Hope Nat. Gas Co. supra (320 
US at p. 609, 88 L ed at p. 348). And 
upon the floor of the Senate the spon- 
sor of the bill declared: “It does not 
attempt to regulate the production of 
natural gas or the distributors of nat- 
ural gas; only those who sell it whole- 
sale in interstate commerce.” 81 Cong 
Rec p. 9312. That the exemption of 
the production of natural gas from 
regulation was thought by the regula- 
tory authorities themselves to exclude 
regulation, by the Commission, of the 
price of gas in the producing field, ap- 
pears from the hearings upon the 


predecessor bill,* which contained pro- 
visions identical with or substantially 
equivalent to §§ 5(b), 6(a), 9(a), and 
10(a) of the act as finally passed, and 
§ 1(b) of which declared that the pro- 
visions of the bill should not apply “to 
the production of natural gas.”’ 


The exclusion of production and 
gathering of natural gas from the reg- 
ulatory authority of the Commission is 
a command to the Commission not to 
regulate that which is excluded. 
Otherwise powers reserved to the 
states would be encroached upon con- 


trary to the words and purpose of the 
act, and a pretended government would 
be set up by Commission action, with- 
out the authority of Congress. 

The Commission did not deny the 
command, but justified disregard of 
it only by saying that: “Canadian’s 
production and gathering operations 
are an integral part of its total opera- 
tions, including transportation in inter- 
state commerce and the sale of natural 
gas for resale in interstate commerce.” 
And it added: “The investigation of 
Canadian’s production and gathering 
property and operations is indispens- 
able in regulating Canadian’s rates and 
charges for the sale of natural gas in 
interstate commerce for resale.” (43 
PUR(NS) at p. 213). Such an in- 
vestigation was undoubtedly proper 
and necessary in order to ascertain the 
fair unregulated value of the natural 
gas produced in an unregulated field, 
on its delivery into petitioner’s trans- 
mission pipe line, in order to enable 
the Commission to regulate appro- 
priately the sales price of the gas. 

But this does not mean that in fix- 
ing rates for a regulated business 
which derives its distributed product 
from an unregulated business that the 
property of the latter is not to be seg- 
regated from the regulated property, or 
that there can rightly be applied to it 
standards of valuation and rate of re- 
turn which are applicable only to a 





2In the hearings upon the earlier bill, Mr. 
DeVane, Solicitor of the Federal Power Com- 
mission, stated: “§ 1(b) also provides that 
the Commission shall have no jurisdiction over 
the gathering or gathering rates for natural 
gas.” “Gathering rates,” he explained as “The 
rates that are paid in the gathering field.” He 
further stated, “There is no control of the 
gathering rate; the Commission would not 
have jurisdiction. That price is fixed by com- 
petitive conditions that exist in the field.” He 
said that the Commission does not have any 


power over the price “that is paid to the 
gatherer, the man that produces it; that is 
binding if the transaction is at arm’s length. 
If the transaction is not at arm’s length, of 
course, its reasonableness may be inquired in- 
to, under the decisions of the Supreme Court.” 
There is nothing in the subsequent legislative 
history to indicate that this understanding 
with respect to § 1(b) in the earlier act was 
changed at a later stage, ind § 1(b) as finally 
adopted indicates no such change. Hearings 
on HR 11662, 74th Cong 2d Sess pp 28, 42, 43. 
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regulated business. Interstate Com- 
merce Commission v. Goodrich Trans- 
it Co. supra (224 US at p. 211, 56 L 
ed at p. 736); Smith v. Illinois Bell 
Teleph. Co. supra (282 US at p. 151, 
75 L ed at p. 264) ; Western Distribut- 
ing Co. v. Public Service Commission, 
supra (285 US at pp. 123, 124, 76 L 
ed at pp. 657, 658). Otherwise its ex- 


clusion from regulation would be 


meaningless. The standards to be ap- - 


plied in order to make certain that the 
regulated business is not paying too 
much for the product are those which 
currently apply in the unregulated 
business. This, as we have pointed 
out, was recognized by the solicitor of 
the Commission in the hearings on pro- 
posed legislation culminating in the 
present act. He said that the unreg- 
ulated field price was controlling upon 
the Commission “if the transaction is 
at arm’s length. If the transaction is 
not at arm’s length, of course, its rea- 
sonableness may be inquired into, un- 
der the decisions of the Supreme 
Court.” ® 

It is one thing to say that such in- 
vestigation is necessary to ascertain the 
fair unregulated value of petitioner’s 
gas when produced. But it is quite 
another to say, and the Commission 
did not say, that it is necessary or per- 
missible for the Commission to fix the 
value of petitioner’s production prop- 
erty and the gas which it produces far 
below their market value, and to re- 
strict petitioner’s return from its un- 
regulated business below that which 
would be produced if the gas produc- 
tion were unregulated. Such restric- 
tions can be justified only by author- 
ized rate regulation. From such reg- 
ulation petitioner’s gas wells and pro- 





8 See footnote 2, supra. 
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duction facilities have been specifical- 
ly exempted by command of the stat- 
ute. 

Where a regulated utility procures 
from an unregulated source the prod- 
uct which it distributes, the proper cost 
which the regulated company should 
be allowed to pay for it, when the 
Commission is not authorized to regu- 
late the production, presents a problem 
not free from difficulties. But here 
the Commission has made no effort to 
meet these difficulties, if such there be, 
except by the one course which the 
statute forbids, by subjecting the pro- 
duction property to regulation. 

A familiar and permissible way of 
meeting them, as petitioner points out, 
is by treating the property unregulable 
in law as unregulable in fact, and ap- 
plying to it those standards of value 
and return which currently prevail in 
an unregulated business when it is con- 
ducted at arm’s length. Petitioner 
urges that there are other courses open 
to the Commission which will not vio- 
late the statute, and that there is un- 
contradicted evidence in the record 
showing that natural gas has a market 
value at the well head and at the point 
of delivery into petitioner’s transmis- 
sion line. Those conditions would in- 
dicate that gas production property in 
the area in question has an ascertain- 
able market value on which, in the 
absence of regulation, petitioner is free 
to receive the return currently pro- 
duced by such property. 

Without an appropriate investiga- 
tion we cannot know the fact, which 
is for the Commission and not for us to 
determine. If investigation discloses 
difficulties which only legislation can 
cope with, the answer is further legis- 
lation, not disregard of existing legis- 
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tion. But the Commission has made 
) such determination or investigation 
ind, so far as appears, has given no 
msideration to the evidence support- 
g petitioner’s contentions. It is the 
duty of the Commission so to conduct 
is proceedings as to restrict its action 
ithin the jurisdiction conferred upon 
t. It is plain that it has not performed 
at duty here, and that it should be 
quired to do so. Whether the facil- 
ities for the production of natural gas 
sould be regulated and, if so, whether 
e regulation should be left to the 
sates, as we think Congress has left 
it, are matters for Congress to deter- 
mine. If it be thought that petitioner’s 
profits from production of gas are too 
reat because they are unregulated, 
bnd if it be thought to be important 
that they be reduced, it is immensely 
ore important that that be not ac- 


complished by lawless action. 

It is no answer to cite our author- 
ities involving state regulation,* in 
order to prove that the Commission 
here has acted within its statutory 


authority. In reviewing such cases 
we accept the state’s construction of 
its statutes fixing the jurisdiction of 
sate regulatory bodies. Nor is it any 
justification of the Commission’s ac- 
tion to say, applying the Hope Nat- 
ural Gas Company Case, that the end 
result of the Commission’s action is 
that petitioner’s unregulated property 
isnot being confiscated. Authorized 
tility regulation may, of course, re- 


sult in a permissible diminution of 
property values and income, provided 
the regulation does not so exceed con- 
stitutional limitations as to be “con- 
fiscatory.” Hence, loss or ‘diuinia 
caused by authorized utility regulation 
gives rise to no actionable wrong if 
the regulation is within constitutional 
limitations. Such was the principle 
laid down in the Hope Natural Gas 
Company Case. 

But any such diminution in value 
or return, caused by unauthorized reg- 
ulation, is unlawful without reference 
to constitutional principles. In the 
Hope Natural Gas Company Case 
there was no contention that the util- 
ity’s production property was not sub- 
ject to regulation. The only question 
was whether the return upon it, as al- 
lowed by statutory authority, was con- 
fiscatory because it went beyond the 
constitutional limits of the power to 
regulate. Here the question is only of 
the deprivation of petitioner’s prop- 
erty by the Commission’s action in ex- 
cess of its statutory power to regulate. 
That power, in the case of petitioner’s 
production property, we think does not 
exist. So far as the unauthorized reg- 
ulation deprives petitioner of its prop- 
erty, the deprivation cannot be justified 
by saying that, if authorized, it would 
not violate the Constitution. Absence 
of confiscation by authorized Commis- 
sion regulation does not prove that 
the Commission has legislative au- 
thority to regulate. 





bp leox v. Consolidated Gas Co. (1909) 
2122 US 19, 53 L ed 382, 29 S Ct 192, 48 
LRA(NS) 1134, 15 Ann Cas 1034; Cedar 
Rapids Gas Light 5 v. Cedar Rapids, (1912) 
2%3 US 655, 56 L ed 594, 32 S Ct 389; 
Newark Nat. Gas & Fuel Co. v. Newark 
(1917) 242 US 405, 61 L ed 393, 37 S Ct 
1, Ann Cas 1917B 1025; Public Utilities 
Commission v. Landon, 249 US 236, 63 L ed 


577, PUR1919C 834, 39 S Ct 268; Pennsyl- 
vania Gas Co. v. Public Service Commission, 
252 US 23, 64 L ed 434, PURI920E 18, 
40 S Ct 279; California R. Commission v. 
Pacific Gas & E. Co. (1938) 302 US 388, 82 
L ed 319, 21 PUR(NS) 480, 58 S Ct 334; 
Lone Star Gas Co. v. Texas (1938) 304 US 
224, 82 L ed 1304, 24 PUR(NS) 119, 58 
S Ct 883. 
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Colorado-W yoming Gas Company 
Federal Power Caneclaiin et al. 


No. 575 
323 US —, 89 L ed —, 65 S Ct 850 
April 2, 1945 


ERTIORARI to Circuit Court of Appeals for Tenth Circuit to 
C review judgment affirming rate order of Federal Power 
Commission; affirmed in part, reversed in part, and remanded. 
For decision of court below, see (1944) 54 PUR(NS) 1, 142 F 

(2d) 943, which affirmed (1942) 43 PUR(NS) 205. 


Rates, § 13 — Jurisdiction of Federal Power Commission — Intrastate sales 0 
natural gas. 


1. Sales of natural gas at wholesale made intrastate to distributors are sub 
ject to the rate-making powers of the Federal Power Commission when the 
wholesale company obtains practically its entire supply from an interstat 
pipe line of a gas transmission company, p. 95. 


Interstate commerce, § 23 — What constitutes — Sales of interstate gas at whole 
sale. 


2. Interstate commerce in natural gas brought into the state and sold to am . 
wholesale company for resale to distributing companies does not end unti 
the gas enters the service pipes of the distributing companies, p. 95. 

Rates, § 146 — Cost of service factor — Decrease in supply cost — Natural gas. 
3. An order reducing rates of a natural gas company is valid to the exten 
that it reflects a reduction in rates of an interstate pipe-line company fro 
which the company obtains practically all of its gas, p. 98. 

Appeal and review, § 62 — Grounds for remand — Incomplete findings. 

4. A rate reduction order of the Federal Power Commission should be set 
aside and remanded for further proceedings when based upon findings lack- 


ing the clarity and completeness necessary in order that the court may give 
the findings conclusive weight, p. 98. 


y 


APPEARANCES: Donald C. Mc- opinion of the court: This case isa 
Creery, of Denver, Colorado, argued companion case to Colorado Interstate 
the cause for petitioner; Charles V. Gas Co. v. Federal Power Commis- 


Shannon, of + Washington, D. C., sion, No. 379, and Canadian River 


argued the cause for respondents. Gas Co. v. Federal Power Come 


Mr. Justice Douctas delivered the sion, No. 380, decided this day [323 
58 PUR(NS) 94 
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5—, 89 L ed —, 58 PUR(NS) 
mie, p65, 65 S Ct 829]. Petitioner 
began operations in 1925. Until 1929 
petitioner obtained its entire supply 
from the Wellington Field of the Con- 
jnental Oil Co., near Ft. Collins, 
(olorado. Its transmission line ran 
om that point north to Cheyenne, 
Wyoming. The Wellington Field be- 
n to diminish. So petitioner, in 
October, 1929, entered into a 20-year 
wntract with Colorado Interstate to 
purchase gas from it, the gas to be 
ddivered to petitioner at its metering 
sation near Littleton, Colorado. Ac- 
wrdingly, in 1929 and 1930 petition- 
et constructed a pipe line between Ft. 
Collins, Colorado and Littleton, Colo- 
rado, where connection was made with 
Colorado Interstate’s transmission 
ystem. Between 1929 and 1939 


branch lines were constructed to serve 
various cities, towns, and industrial 


eustomers in Colorado. At the pres- 
ent time all but 2 per cent of its gas 
is obtained from Colorado Interstate. 
sPetitioner sells gas at the Cheyenne 
tity gate to its affiliate Cheyenne Light, 
Fuel and Power Co. It also sells di- 
rectly to industrial consumers in Colo- 
rado and to some extent in Wyoming. 
And it sells gas at various city gates in 
Colorado for resale. 

The investigation and hearings on 
the interstate wholesale rates of Cana- 
dian, Colorado Interstate and peti- 
tioner were consolidated. As we have 
seen the Commission ordered Cana- 
dian to reduce its rates by $561,000 
per year. That amount made up part 
of the $2,065,000 annual reduction 
which the Commission ordered in the 
tates of Colorado Interstate. In the 
Present case the Commission found 
that petitioner’s revenues were $159,- 
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000 in excess of costs and a fair re- 
turn and that $119,000 of that excess 
were allocable to petitioner’s sales for 
resale. The Commission ordered peti- 
tioner to reduce its wholesale rates by 
$119,000 a year (1942) (43 PUR 
(NS) 205, 234). That does not rep- 
resent the net decrease in revenue, 
since the Commission ordered Colo- 
rado Interstate to reduce its rates to 
petitioner by $98,000 a year. Accord- 
ingly, the net decrease in revenues of 
petitioner will be $21,000 if the Com- 
mission’s order stands. The petition 
for certiorari which we granted to re- 
view the judgment of the circuit court 
of appeals affirming the order of the 
Commission (1944) (54 PUR(NS) 
1, 142 F(2d) 943), was limited to the 
question whether the allocation of cost 
of service used by the Commission is 
without support in the record and con- 
trary to law. 

[1, 2] The Commission in this case 
as in Colorado Interstate Gas Co. v. 
Federal Power Commission and Cana- 
dian River Gas Co. v. Federal Power 
Commission, supra, did not make a 
separation of properties used in the 
regulated business from those used in 
the unregulated. It used instead the 
same method of allocation of costs as 
it did in those other cases. Petition- 
er contends that the Commission’s 
method of allocation of costs included 
in the regulated business a part of its 
business which Congress has not sub- 
jected to regulation by the Commis- 
sion. As we have noted, petitioner’s 
transmission line commences in Colo- 
rado near Littleton where it connects 
with the pipe line of Colorado Inter- 
state. Petitioner sells some of its gas 
in Colorado for resale to domestic users 
in certain towns in Colorado. The 
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Commission held that those wholesale 
sales were subject to its jurisdiction. 
Petitioner contends that those sales 
are made in intrastate commerce and 
are not subject to the Commission’s 
rate-making powers. Its position is 
that the one and only sale for resale 
by it in interstate commerce is the 
sale at the city gate in Cheyenne, since 
none of the Colorado sales involve in- 
terstate commerce so far as petitioner 
is concerned. 

The answer turns on the meaning 
of § 1(b) of the act (52 Stat 821, 15 
USCA § 717(b), 4 FCA title 15, 
§ 717(b)) which provides: 

“(b) The provisions of this chap- 
ter shall apply to the transportation of 
natural gas in interstate commerce, 
to the sale in interstate commerce of 
natural gas for resale for ultimate pub- 
lic consumption for domestic, com- 
mercial, industrial, or any other use, 
and to natural-gas companies engaged 
in such transportation or sale, but shall 
not apply to any other transportation 
or sale of natural gas or to the local 
distribution of natural gas or to the 
facilities used for such distribution 
or to the production or gathering of 
natural gas.” 

The Commission relied on Illinois 
Nat. Gas Co. v. Central Illinois Pub. 
Service Co. (1942) 314 US 498, 86 
L ed 371, 42 PUR(NS) 53, 62 S Ct 
384, in concluding that it had juris- 
diction over the wholesale sales in 
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Colorado. That case presented th 
question whether the Illinois Commi 

sion or the Federal Power Commissip 

had authority to authorize a pipe-lin 
extension wholly within Illinois. Th 
company proposing the extension (Ill 

nois Gas Co.) owned a pipe-line sys 
tem wholly in Illinois which was co 

nected at various points in that stat 
with the pipe line of its parent com 
pany, Panhandle Eastern Pipe Lin 
Co., which owned and operated a nat 
ural gas pipe line system from ga 
fields in Texas, Kansas and Okla 
homa across Illinois and into Indians 
The Illinois company purchased its ga 
under a long term contract from Pan 
handle Eastern and transported i 
through its own lines to local gas dis 
tributing utilities in Illinois to whic 
it sold the gas for distribution to con 
sumers in various Illinois cities. We 
held that the Illinois company by 
virtue of § 7(c) of the act, 15 USC! 
§ 717f£(c), 4 FCA title 15, § 717f(c) 
could build an extension to connecf 
with the facilities of a company dis 
tributing gas to consumers in Illinois 
only after obtaining a certificate of 
public convenience and necessity from 
the Federal Power Commission. We 
held that the Illinois company and 
Panhandle Eastern were engaged “in 
interstate commerce in the purchase 
and sale of the natural gas which 
moves in a continuous stream from 
points without the state” into the 





1 Section 7(c) provides in part: 

“No natural-gas company shall undertake 
the construction or extension of any facili- 
ties for the transportation of natural gas to 
a market in which natural gas is already be- 
ing served by another natural gas company, 
or acquire or operate any such facilities or 
extensions thereof, or engage in transporta- 
tion by means of any new or additional fa- 
cilities, or sell natural gas in any such mar- 
ket, unless and until there shall first have 
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been obtained from the Commission a certifi 
cate that the present or future public conven- 
ience and necessity require or will require 
such new construction or operation of any 
such facilities or extensions thereof: . . . - 

A natural gas company is defined in § 2(6) 
15 USCA § 717a(6), 4 FCA title 15, § 717 
(6) as a “person engaged in the transporta- 
tion of natural gas in interstate commerce, 
or the sale in interstate commerce of such gas 
for resale.” 


96 





COLORADO-WYOMING GAS CO. v. FEDERAL POWER COM. 


pipes of the Illinois company; and 
that “the particular point at which 
the title and custody of the gas pass 
to the purchaser, without arresting its 
movement to the intended destination, 
does not affect the essential interstate 
nature of the business.” 314 US at 
pp. 503, 504, 42 PUR(NS) at pp. 55, 
56. We pointed out that the purpose 
of the act was to provide “an agency 
for regulating the wholesale distribu- 
tion to public service companies of 
natural gas moving interstate, which 
this Court had declared to be inter- 
state commerce not subject to certain 
types of state regulation.” Id., p. 506. 
We reviewed the earlier decisions of 
the Court which adopted the mechani- 
cal test for determining when inter- 
state commerce ends and intrastate 
commerce begins, viz., when the gas 
is introduced into the service pipes of 
the local distributor. We noted that 
it was to fit the pattern of state reg- 
tlation reflected in those decisions that 
the Natural Gas Act was passed. 
Accordingly, we conclude that if 
fetitioner’s pipe line were to be con- 
structed today from Littleton, Colo- 
rado to the city gates of the Colorado 
towns where petitioner’s gas is re- 
sold, § 7(c) would require that a cer- 
tificate of public convenience and ne- 
tessity be obtained from the Commis- 
tion, For in this case as in Illinois 
Nat. Gas Co. v. Central Illinois Pub. 
Service Co. supra, the gas which peti- 
tioner purchases from Colorado Inter- 
state moves in a continuous stream 
across state lines to local distributing 
companies in Colorado as well as 
Wyoming. If petitioner is engaged 
in “the transportation of natural gas 
in interstate commerce” to those Colo- 
tado towns within the meaning of § 1 
[7] 


(b), its wholesale sales in Colorado 
are also sales “in interstate commerce 
of natural gas for resale for ultimate 
public consumption” as those words 
are used in § 1(b). That commerce 
does not end until the gas enters the 
service pipes of the distributing com- 
panies. 

Most of the other objections which 
petitioner raises to the Commission’s 
method of allocation of costs have 
been considered in the cases of Colo- 
rado Interstate Gas Co. v. Federal 
Power Commission and Canadian 
River Gas Co. v. Federal Power Com- 
mission, supra. We need not repeat 
what we said there. But there are a 
few distinct phases of this case which 
must be separately stated. 

Petitioner says that the Commis- 
sion treated it along with Canadian 
and Colorado Interstate as an inte- 
grated unit for purposes of the allo- 
cation of costs. The inference is that 
the Commission combined petitioner’s 
costs with those of the other two com- 
panies and allocated the combined 
costs three ways. That is not the 
fact. Petitioner is independent in 
management and control from the 
other two. Its system was not con- 
structed as part of Canadian’s and 
Colorado Interstate’s system but was 
started independently and connected 
with the others at a later stage. The 
Commission recognized that in opera- 
tion the three company project was a 
single one in the sense that an altera- 
tion in Canadian’s rates affected the 
reasonableness of the rates of Colo- 
rado Interstate and in turn the rea- 
sonableness of the rates of petitioner. 
But when it came to an allocation of 
costs among petitioner’s classes of 
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business the Commission considered 
petitioner’s costs alone. 

[3, 4] Here as in the cases of Cana- 
dian and Colorado Interstate the find- 
ings of the Commission leave much 
to be desired. The findings are gen- 
eral and incorporate by reference the 
staff exhibits, on which reliance is 
put for the subsidiary findings. But 
in this case there are added difficulties. 
The staff used one system, the Com- 
mission another. As the Commission 
said the staff “departed from the use 
of the system peak day for allocating 
demand (fixed) costs and combined 
the separate class peaks of resale cus- 
tomers and of main line industrial 
customers.” 43 PUR(NS) at p. 233. 
The Commission thought a different 
method would be in keeping with peti- 
tioner’s operations. It said: ‘The 
Colorado Portland Cement Company, 
the principal main line industrial user, 
is curtailed regularly during system 
peak days. Its demand on the system 
peak day is, in our opinion, a proper 
measure of its proportionate share 
of demand costs than its highest off- 
peak demand. Accordingly, the prin- 
ciples and methods of cost allocation 
presented by Commission staff are 
adopted with the modification that the 
coincident demands of all customers on 
the system peak day are used, and with 
exception of deliveries to Highway 
Gas Company.” 43 PUR(NS) at 
p. 234. When we read that finding 
against the record there are ambigui- 
ties which we are unable to resolve 
were it our province to do so. 

(1) The “system peak day” is 
February 9, 1939—the same day 
chosen for Canadian and Colorado In- 
terstate. We know from our search 
of the record that is not the actual peak 
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day in 1939 for petitioner’s business, 
We are told by the Commission in its 
brief that it is the ratio of deliveries 
to the regulable and non-regulable 
customers rather than total deliveries 
that determines the allocation of capac- 
ity costs. But there are no findings 
which indicate why the system peak 
day for other companies should be 
taken as the system peak day for this 
company. Nor are there any findings 
which indicate that the ratio on the 
system peak day is a more reliable 
guide in the allocation of costs than 
the ratio on the actual peak day of 
this company. 

(2) The Commission says it allo- 
cated capacity costs on the basis of 
the ‘coincident demands of all custom- 
ers on the system peak day.” It said 
that Colorado Portland Cement Co. is 
“curtailed regularly during system 
peak days” and that its “demand” on 
that day is the proper measure of its 
proportionate share of capacity costs. 
We assume it meant by “coincident 
demands” on the system peak day, the 
amount of gas actually delivered on 
that day, not the customers’ respective 
needs for gas on that day. But when 
we turn to the record there are am- 
biguities. The staff exhibit on which 
the Commission apparently relied des- 
ignates as one classification the “maxi- 
mum day deliveries on Colorado In- 
terstate Gas Co. peak day—Thurs, 
Feb. 9, 1939.” Under that heading 
we compute 1,777 thousand cubic feet 
to direct-sale customers and 9,009 
thousand cubic feet to resale custom- 
ers on February 9, 1939. The Con 
mission in its brief tells us that that 
was the basis on which it allocated 
capacity costs, viz. 83.5 per cent to 
the resale gas, 16.5 per cent to the di- 





COLORADO-WYOMING GAS CO. v. FEDERAL POWER COM. 


rect sale gas. But there is evidence in 
the record that the direct-sale custom- 
ers received on February 9, 1939 not 
1,777 thousand cubic feet but only 522 
thousand cubic feet. If we use 522 
thousand cubic feet rather than 1,777 
thousand cubic feet in our computa- 
tions we shift to the interstate whole- 
sale sales almost $21,000 additional 
costs. Now the net rate decrease or- 
dered by the Commission in this case 
amounted to $21,000. Hence that net 
decrease substantially disappears if we 
take 522 thousand cubic feet rather 
than 1,777 thousand cubic feet as the 
amount of direct sales on February 9, 
1939. The choice of the lower figure 
would thus be fatal to the Commis- 
sion’s case. 

We do not know why the lower 
figure was rejected. There are no 
findings to guide us. In the record 


there is testimony which may suffice 
as a partial reconciliation of the dif- 
ference and which casts some doubts 
on the accuracy of the lower figure. 
But we have been unable completely 


to reconcile the difference. We do 
know from a reading of the record that 
the staff exhibit from which the 1,777 
thousand cubic feet item was obtained 
was based at least in part on averages 
or estimates not on actual deliveries. 
Itis not clear whether 1,777 thousand 
cubic feet rested on estimates or re- 
flected actual deliveries by petitioner 
on February 9, 1939. The caption 
“maximum day deliveries on Colo- 
alo Interstate Gas Co. peak day— 
Thurs., Feb. 9, 1939” is ambiguous. 
It may mean that the gas delivered 
to petitioner by Colorado Interstate 
on that day was apportioned among 
the several classes of customers ac- 
cording to their actual use on that 


day. It may mean actual deliveries 
by petitioner during that day. The 
figures may or may not be the same. 

The review which Congress has pro- 
vided for these rate orders is limited. 
Section 19(b) 15 USCA § 717r(b), 
4 FCA title 15, § 717r(b) says that 
the “finding of the Commission as 
to the facts, if supported by substan- 
tial evidence, shall be conclusive.” 
But we must first know what the “‘find- 
ing” is before we can give it that con- 
clusive weight. We have repeatedly 
emphasized the need for clarity and 
completeness in the basic or essential 
findings on which administrative or- 
ders rest. Florida v. United States 
(1931) 282 US 194, 215, 75 L ed 
291, 304, 51 S Ct 119; United States 
v. Baltimore & O. R. Co. (1935) 293 
US 454, 464, 79 L ed 587, 594, 55S 
Ct 268; United States v. Chicago, M. 
St. P. & P. R. Co. (1935) 294 US 
499, 504, 505, 510, 511, 79 L ed 1023, 
1028, 1029, 1031, 1032, 55 S Ct 462; 
United States v. Carolina Freight 
Carriers Corp. (1942) 315 US 475, 
488, 489, 86 L ed 971, 982, 43 PUR 
(NS) 423, 62 S Ct 722. Their 
absence can only clog the administra- 
tive function and add to the delays in 
rate making. We cannot dispense 
with them for Congress has provided 
the standards for judicial review un- 
der this act. Section 19(b). The 
courts cannot perform the function 
which Congress assigned to them in 
absence of adequate findings. Nor 
are they authorized under § 19(b) 
to make findings and substitute them 
for those of the Commission. 

We think it is plain that $98,000 
of the rate decrease ordered by the 
Commission in this case is valid since 
it reflects the reduction in the rates 
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of Colorado Interstate from whom 
petitioner purchases practically all of 
its gas. But the balance of the $119,- 
000 rate decrease which was ordered, 
viz. $21,000, is so shrouded in doubt 
that further findings by the Commis- 
sion are necessary. 

Accordingly, we affirm the judg- 
ment below insofar as it sustained the 
order of the Commission directing 
petitioner to reduce its rates by $98,- 
000. As to the balance of the rate 
reduction, we reverse the judgment 
below, set aside the order of the Com- 
mission, and remand the cause for 


further 
with this opinion. 

It is so ordered. 

The Chief Justice, Mr. Justice 
Roberts, Mr. Justice Reed, and Mr, 
Justice Frankfurter are of the opin- 
ion that the case should be remanded 
to the Commission for separate alloca- 
tion of investment and operating cost 
between the regulable and nonregula- 
ble properties, as well as for the clari- 
fication of findings directed in the 
opinion. They agree that the deliy- 
eries to wholesalers in Colorado are 
in interstate commerce. 


proceedings in conformit 


See § 19(b). 
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Panhandle Eastern Pipe Line 
Company et al. 


Federal Power Commission et al. 


No. 296 
323 US —, 89 L ed —, 65 S Ct 821 
April 2, 1945 


" Sipseeso a to Circuit Court of Appeals for the Eighth Circuit 
to review judgment affirming order of Federal Power Com- 
mission fixing natural gas rate; affirmed. For decision by Cir- 
cuit Court, see (1944) 54 PUR(NS) 26, 143 F(2d) 488, which 
affirmed Commission decision in (1942) 45 PUR(NS) 203. 


Appeal and review, § 13 — Proper court — Question of jurisdiction or venue. 

1. An objection that a circuit court of appeals did not have jurisdiction 
under § 19 of the Natural Gas Act, 15 USCA § 717r, to review an order 
of the Federal Power Commission, based on the ground that the company 
seeking review did not have its principal place of business in that circutt, 
ie to venue not to jurisdiction, since § 19(b) invests all intermediate 

ederal courts with the power to review orders of the Commission, subject 
to the provision that parties may object that a particular circuit lacks the 


specified qualifications, p. 102. 
58 PUR(NS) 
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Procedure, § 9 — Venue — Waiver of objection. 


2. The right to have a case heard in the court of proper venue may be lost 
unless seasonably asserted, and it may be waived by any party, p. 102. 


Appeal and review, § 18 — Scope of review — Objection not seasonably raised 
— Venue. 
3. An objection that review of an order of the Federal Power Commission 
was not sought in the proper circuit court of appeals, when made after 
judgment had been rendered, came too late and the Supreme Court need not 
decide whether the suit was brought in the proper circuit, p. 102. 


Rates, § 199 — Unit for rate making — Regulated and unregulated business — 
Natural gas company. 

4. Failure of the Federal Power Commission, in fixing interstate wholesale 
rates, to make a formal allocation of cost or property between regulated 
and unregulated business of a natural gas company whose activities embrace 
both wholesale service and direct industrial sales, is not error when the Com- 
mission allocates to interstate wholesale business all earnings from the en- 
tire business in excess of a 6$ per cent return, where all parties agree that 
such property and cost allocation would be impractical, that some division 
of the apparent profit from direct industrial business had to be made, and 
that a fair division is a matter of judgment not mathematics and where the 
company treats its entire business as a unit, fails to keep accounts which 
reflect a segregation of properties and costs, and fails to insist on a segrega- 
tion of property in its petition for rehearing, p. 104. 


§ 13 — Jurisdiction of Federal Power Commission — Consideration of 
unregulated rates — Natural gas. 

5. The Federal Power Commission, while it lacks authority to fix rates for 

direct industrial sales of natural gas, may take those rates into consideration 

when it fixes rates for interstate wholesale sales subject to its jurisdiction, in 

view of the provisions of § 5(a) of the Natural Gas Act, 15 USCA § 717d 

(a), p. 104. 


Appeal and review, § 18 — Scope of review — Questions not raised below — Ap- 
portionment. 
6. The failure of a natural gas company to request the Federal Power Com- 
mission to make a segregation of properties used in its regulated business 
and its unregulated business for the purpose of fixing rates for interstate 
wholesale service precludes an attack in the courts on the Commission’s or- 
der for failure to make such segregation, p. 104. 


Rates, § 13 — Jurisdiction of Federal Power Commission — Gas producing and 
gathering facilities. 
7. Inclusion by the Federal Power Commission of producing and gather- 
ing facilities of a natural gas company in its rate base, instead of determin- 
ing the field price or actual field value of natural gas and allowing such 
price or value as an operating expense, is not error, p. 109. 
te Valuation, § 373 — Natural gas leaseholds — Original cost — Market value. 
ction A : 
order 8. Inclusion of natural gas leaseholds in a rate base at cost instead of market 
‘pany value is not erroneous, p. 109. 
rcult, Appeal and review, § 18 — Scope of review — Question not raised below — In- 
diate clusion of unregulated property. 
bject 9. A natural gas company is precluded by § 19(b) of the Natural Gas Act, 
s the 15 USCA § 717r(b), from attacking a rate order of the Federal Power 
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Commission, on the ground that producing properties and gathering facilj- § 
ties have been included in the rate base, by failing to object in its applica- 
tion for rehearing before the Commission to the inclusion of such proper. 


ties, p. 109. 


Return, § 11 — Basis — Actual legitimate cost. 


10. The Federal Power Commission, in fixing natural gas rates, is not 
bound to use any single formula, and it is not precluded from using actual 
legitimate cost as a rate base, p. 110. 


Appeal and review, § 28.4 — Scope of review — Rate decision of Federal Power 


Commission. 


11. The question on review of a rate order of the Federal Power Commis- 
sion is not the method of valuation which was used but the end result ob- 
tained, since the issue is whether the rate fixed is “just and reasonable,” 


p. 110. 


Return, § 101 — Adequacy — Natural gas company. 
12. A return of 64 per cent on the rate base of a natural gas company was 
held to be adequate where the cost of servicing long-term debt was 2.88 
per cent and the cost of meeting requirements of preferred stock was 58 
per cent, leaving a return of 12 per cent on common stock, p. 110. 


APPEARANCES: John S. L. Yost, 
of Baltimore, Maryland, and Ira Lloyd 
Letts, of Providence, Rhode Island, 
argued the cause for petitioners; 
Chester T. Lane and Charles V. Shan- 
non, both of Washington, D. C.,, 
argued the cause for respondents. 


Mr. Justice Doucuas delivered the 
opinion of the court: 

[1-3] Panhandle Eastern Pipe Line 
Co. (whom we will call Panhandle 
Eastern) owns properties which con- 
stitute a natural gas production, trans- 


portation, and marketing system.’ 


The system extends from gas fields 
in Texas, Oklahoma, and Kansas 
through Missouri, Illinois, Indiana 
and Ohio and into Michigan.? The 


city of Detroit and the county of 
Wayne, Michigan, filed a complaint 
with the Federal Power Commission 
alleging that Panhandle Eastern’s 
rates on gas sold to a distributing 
company in Michigan for resale there 
were unjust and unreasonable. The 
Commission on its own motion in- 
stituted an investigation under the 
Natural Gas Act of [June 21,] 1938, 
52 Stat 821, Chap 556, 15 USCA 
§ 717, 4 FCA title 15, § 717, of all 
of the interstate wholesale rates of 
Panhandle Eastern.* Following ex- 
tended hearings the Commission er- 
tered an interim order, here under re- 
view, finding petitioner’s interstate 
wholesale rates to be excessive and re- 
quiring petitioner to reduce them on 





1The other petitioners. Illinois Natural 
Gas Co. and Michigan Gas Transmission 
Corp., were wholly owned subsidiaries of 
Panhandle Eastern. They sold all of their 
properties to Panhandle Eastern after these 
proceedings were instituted and were then dis- 
solved. Accordingly, we will refer through- 
out to the three companies as “petitioner.” 

2 The Commission found that the aggregate 
lines in this system constitute “the longest 
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natural gas pipe line in the world, serving 
more than 200 cities, towns, and communities 
with more than 700,000 retail customers i 
Texas, Kansas, Missouri, Illinois, Indiana, 
om, and Ohio.” 45 PUR(NS) 203, 


8 The investigation also included Illinois 
Natural Gas Co. and Michigan Gas Trans- 
mission Corp. See note 1, supra. 
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™ and after. November 1, 1942, as to re- 


flect, when applied to petitioner’s 1941 
transportation and sales a reduction of 
not less than $5,094,384 per annum 
blow the 1941 consolidated gross 
operating revenues of $17,789,573. 
See (1942) 45 PUR(NS) 203, 223. 
That order was affirmed by the cir- 
cuit court of appeals for the eighth 
circuit, one judge dissenting in part. 
(1944) 54 PUR(NS) 26, 143 F(2d) 
488. The case is here on a petition 
for a writ of certiorari which we 
granted limited to the two questions 
which we will discuss. But before 
we reach them we must dispose of a 
challenge made by the city of Cleve- 
land, as amicus curiae, to the juris- 
diction of the circuit court of appeals 
for the eighth circuit over the subject 
matter of this litigation. Panhandle 


Eastern sought review in that court of 


the Commission’s order under § 19 
(b) of the act, 15 USCA § 717r(b), 
4FCA title 15, § 717r(b) which so 
far as material here provides : 

“Any party to a proceeding under 
this chapter aggrieved by an order 
issued by the Commission in such pro- 
ceeding may obtain a review of such 
order in the circuit court of appeals 
of the United States for any circuit 
wherein the natural gas company to 
which the order relates is located or 
has its principal place of business, or 
in the United States court of appeals 
for the District of Columbia. 

The petition for review stated that 
petitioner had its principal place of 
business in Kansas City, Missouri. 
That was not denied by the Commis- 
sion and at no time prior to the entry 
of the judgment affirming the Com- 
mission’s order was the jurisdiction 
of the circuit court of appeals chal- 
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lenged. After the judgment of af- 
firmance had been entered, however, 
the city of Cleveland filed a motion in 
the circuit court of appeals for leave 
to intervene and challenged the juris- 
diction of that court on the ground 
that petitioner did not have its prin- 
cipal place of business in that circuit. 
The same objection is pressed here. 
If the objection is to the jurisdic- 
tion of the court, it does not come 
too late. Industrial Addition Asso. v. 
Commissioner of Internal Revenue 
(1945) 323 US 310, 89 L ed —, 65 
S Ct 289. But we think it goes to 
venue not to jurisdiction. We read 
§ 19(b) to invest all intermediate Fed- 
eral courts with the power to review 
orders of the Commission, provided, 
however, that if a circuit court of ap- 
peals, rather than the court of appeals 
for the District of Columbia, is 
chosen, the parties may object that the 
particular circuit lacks the specified 
qualifications. Venue relates to the 
convenience of litigants. Neirbo Co. 
v. Bethlehem Shipbuilding Corp. 
(1939) 308 US 165, 84 L ed 167, 60 
S Ct 153, 128 ALR 1437. The pro- 
visions of § 19(b) plainly are of that 
character. Review in the court of 
appeals for the District of Columbia 
where the Commission must maintain 
its principal office and hold its gen- 
eral sessions ([June 23, 1930] 46 
Stat 797, 16 USCA § 792, 5 FCA 
title 16, § 792) is convenient for the 
Commission. Review in any circuit 
where the natural gas company is 
located or has its principal place of 
business is designed to serve the con- 
venience of the company. The gen- 
eral grant of authority in § 19(b) 
to all the courts of appeal suggest that 
the question of which one should 
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exercise the power in a particular case 
is a question of venue. None of the 
respondents objected at any time to 
the venue of the court below. The 
right to have a case heard in the court 
of proper venue may be lost unless sea- 
sonably asserted. Industrial Addition 
Asso. v. Commissioner of Internal 
Revenue, supra. It may be waived by 
any party, including the government. 
Peoria & P. U. R. Co. v. United 
States (1924) 263 US 528, 535, 536, 
68 L ed 427, 430, 431, 44 S Ct 194; 
Industrial Addition Asso. v. Commis- 
sioner of Internal Revenue, supra. 
The objection of the city of Cleveland 
which came after judgment had been 
rendered came too late. Cf. United 
States v. California Co-op. Canneries 
(1929) 279 US 553, 556, 73 L ed 
838, 841, 49 S Ct 423. Hence, we 
need not decide whether the suit was 


brought in the proper circuit. 

[4-6] Segregation of the Regulated 
and Unregulated Businesses. Panhan- 
dle Eastern makes direct industrial 
sales as well as sales to distributing 


companies for resale. The Commis- 
sion made no segregation or separa- 
tion of the propertiés used in these 
two classes of business. Nor did it 
make an allocation of costs between 
the regulated and unregulated phases 
of the business as it did in Colorado 
Interstate Gas Co. v. Federal Power 
Commission, Canadian River Gas Co. 
v. Federal Power Commission (1945) 
323 US —, 89 L ed —, 58 PUR(NS) 
ante, p. 65, 65 S Ct 829, and Colo- 
rado-Wyoming Gas Co. v. Federal 
Power Commission, decided this day 
[323 US —, 89 L ed —, 58 PUR 
(NS) ante, p. 94, 65 S Ct 850]. The 
reasons which the Commission ad- 
vanced for its failure to make any 
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allocation are so crucial to the disposi- 
tion of the case that we quote from 
the opinion: 

“Upon the record before us, we 
consider it unnecessary to make an 
allocation of the respondents’ business 
as between sales for resale and direct 
sales. The direct sales are made to 
nineteen industrial customers on an 
interruptible basis and at prices fixed 
in competition with other fuels. 

“According to respondents’ own 
evidence, no capacity has ever been 
constructed or provided in their gas 
plant for these direct industrial cus- 
tomers. It is equally clear that de- 
liveries are made to them only when 
there is available excess off-peak ca- 
pacity not required by the other whole 
sale customers. As evidence of this 
fact, in 1941 the volume of gas sold 
to the direct industrial customers 
amounted to 13.2 per cent of the total 
system sales, whereas on the system 
peak day of the 1941-1942 winter the 
direct industrial sales constituted only 
2.69 per cent of the total deliveries, 
due to interruptions and curtailment 
brought about by the necessity fo 
meeting the wholesale customer re 
quirements. 

“Testimony of respondents’ wit 
nesses discloses that only $128,848 of 
the entire investment in plant (less 
than one-sixth of one per cent) is 
used exclusively in the service of the 
direct industrials. Moreover, the re 
spondents themselves treat their entire 
business as a unit and make no segre 
gation of costs or profits on their boo 
as between the two classes of sales 
Indeed, Panhandle Eastern’s president 
testified quite clearly on cross-exami 
nation that any attempt to allocate 
would be ‘theoretical,’ ‘unrealistic, 
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ind ‘not practical’ because of the uni- 
fed character of the business. 

“Deliveries to the direct industrials 
ae made only when the plant is not 
fully used in serving the requirements 
of the wholesale business, and are cur- 
ailed or interrupted when the capacity 
is required by the wholesale custom- 
es. It is apparent that the incidental 
jirect industrial business is in reality 
a by-product of the wholesale busi- 
ness, comparable to the respondents’ 
gasoline extraction business. All par- 
ties are agreed that the expenses and 
rventies in connection with the sale of 
gsoline extracted from the natural 
gs should be treated as an integral 
ptt of the respondents’ entire opera- 
tions. Thus, it is manifest from the 
widence that the direct industrial sales 
ae purely incidental to the main or 
principal enterprise, viz. : the wholesale 
business of the respondents.” 45 PUR 
(NS) at p. 218. 

Petitioner contends that these rea- 
wns do not justify the failure of the 
Commission to make a formal alloca- 
tion either of the property or the costs 
tween the regulated and unregulated 
business. It says that the direct sales 
ae beyond the jurisdiction of the 
(Commission even though they are com- 
paratively small. It asserts that the 
ket that the direct sales are on an 
iterruptible basis merely emphasizes 
the relatively small amount of the cost 
ofconstruction and operation attribut- 
ible to such sales. It says that no 
waiver of the statutory right to have 
the direct sales free from regulation 


= 


can be inferred and that in any event 
the Commission’s jurisdiction cannot 
be enlarged by waiver. And it con- 
tends that the Commission’s finding 
that the direct industrial business is 
“in reality a by-product of the whole- 
sale business” is not supported in rea- 
son or in fact. 

We agree that the Commission 
must make a separation of the reg- 
ulated and unregulated business when 
it fixes the interstate wholesale rates 
of a company whose activities embrace 
both. Otherwise the profits or losses, 
as the case may be, of the unregulated 
business would be assigned to the reg- 
ulated business and the Commission 
would transgress the jurisdictional 
lines which Congress wrote into the 
act.£ The Commission recognizes this 
necessity. As it stated in Re Cities 
Service Gas Co. (Fed PC 1943) 50 
PUR(NS) 65, 89: “The company’s 
facilities and operations are devoted 
in part to natural gas service which is 
not subject to our jurisdiction. This 
service consists principally of gas sales 
made directly to large industrial con- 
sumers. The necessity arises, there- 
fore, for making an allocation of costs 
as between the jurisdictional and non- 
jurisdictional sales.” The question 
is whether a formal allocation was nec- 
essary under the exceptional circum- 
stances of this case. 


We state the question that narrow- 
ly because the dispute in this case 
reflects not a rejection by the Com- 
mission of the principle of allocation 





‘Section 1(b) 15 USCA § 717(b); 4 FCA 
tite 15, 717(b) provides : 

‘The provisions of this chapter shall apply 
fo the transportation of natural gas in inter- 
state commerce, to the sale in interstate com- 
merce of natural gas for resale for ultimate 
whlic consumption for domestic, commercial, 
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industrial, or any other use, and to natural- 
gas companies engaged in such transporta- 
tion or sale, but shall not apply to any other 
transportation or sale of natural gas or to the 
local distribution of natural gas or to the fa- 
cilities used for such distribution or to the 
production on gathering of natural gas.” 
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but a disagreement over the propriety 
of the procedure followed here. 

What the Commission did was to 
allocate to the interstate wholesale 
business all of the earnings from the 
entire business in excess of a 63 per 
cent return. In so far as that procedure 
allocated to the interstate wholesale 
business any earnings from the direct 
industrial sales in excess of 63 per 
cent, it is said to be justified by the 
use which the direct industrial business 
made of the main transmission line 
and its facilities. If that was unfair, 
the order must be set aside. If it was 
fair, no reversible error is shown. 

A witness for petitioner testified 
at the hearing that under petitioner’s 
allocation of costs the unregulated 
business has the use of facilities of 
the company without any charge. He 
testified that there should be a charge 


against the unregulated business for 


the use of that property. Another 
witness for petitioner stated that the 
company did not make any allocation 
between the regulated and unregulated 
business—“‘that is, allocation of jointly 
used assets’—in determining what 
would be charged to the unregulated 
sales. He stated, “It may be heresy 
to say so but we try to charge our 
nonregulated customers all the traffic 
will bear.” It was conceded that the 
company attempts no allocation in the 
conduct of its business. The business 
is operated as a unit. And one of 
petitioner’s officers testified : 


Q. That is, any attempt to allo- 
cate return, as between regulated busi- 
ness and unregulated business: is that 
what you meant was unrealistic? 

A. That is correct. If you 
are going to allocate it theoretically 
you should allocate it on the basis of 


the investment and the expenses ip- 
cident to each part of the business, 

Q. But it is theoretical ? 

A. That is correct. 

Q. And not practical? 

A. That is what I am trying to 
say. 

Petitioner presented evidence show- 
ing that in the test year 91.57 per 
cent of its total revenues, or $16,289, 
045, was received from its wholesale 
sales and 8.43 per cent, or $1,500,527, 
was received from its direct industrial 
sales. It presented a study showing 
total operating expenses of about $7,- 
900,000 (not including Federal in- 
come taxes and return) and assigning 
$499,699 to the direct industrial sales, 
Thus an apparent profit of $1,000,828 
before income taxes was shown for the 
direct industrial sales. But that study 
did not allocate any of the annual de- 
preciation expense of the main trans- 
mission line ($2,238,589) to the di- 
rect industrial sales. Of the $633,270 
ad valorem taxes on transmission lines, 
only $1,738 applicable to the laterals 
used exclusively for direct industrial 
sales were allocated to them. None 
of the main transmission line operat- 
ing and maintenance costs was 
charged to the direct industrial sales 

Petitioner recognized the unfairness 
of attributing to the direct industrial 
sales all of the apparent profit of $1,- 
000,828. One of petitioner’s witness- 
es testified : 

Q. Is there any engineering basis 
for a division, from an engineering 
standpoint ? 

A. Not as an engineering matter. 
I do not know of any basis. As 4 
business matter, I think there are ways 
in which it could be fairly decided. | 
think it requires some judgment based 
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upon business experience to make a 
fair allocation of it but there is a little 
over a million dollars, some portion of 
which could, in all fairness, be set 
aside as a charge against operations 
on the nonregulated sales and a credit 
against operations on the regulated 
sales. 

He went on to indicate what he 
thought a fair allocation would be: 

A. It is my opinion that that $1,- 
000,828.98 should be divided fifty- 
fifty. 

Q. Why? 

A. It is just my judgment as a 
businessman that would be a fair al- 
location of it. 

Q. You mean fifty-fifty as between 
regulated and nonregulated business? 

A. That is correct. I think that 
would be a fair allocation. 

Q. That is a business judgment 
estimate, not a mathematical esti- 
mate ? 

A, That is right. In that way, this 
nonregulated business has contributed 
half a million dollars a year towards 
the reduction in cost of the regulated 
business and if it does not contribute 
something, I do not think there is any 
justification for having the business. 

Petitioner requested the Commis- 
sion to find that it had built no ca- 
pacity for its direct industrial sales 
which were “incremental” in nature 
and that it was reasonable to allocate 
“30 per cent of the net earnings from 
nonregulated sales as a credit to net 
earnings from regulated sales, as com- 
pensation for the temporary use of 
such facilities provided for regulated 
sales but used from time to. time in 
transporting the gas for direct, inter- 
tuptible, nonregulated sales, when not 
tequired for regulated sales.” But it 
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does not appear that petitioner re- 
quested the Commission to make a 
segregation of the properties used in 
the two classes of business. No such 
request was included in the petition 
for rehearing. At that stage the peti- 
tioner merely asserted that the Com- 
mission erred (1) in taking the pro- 
ceeds from the direct industrial sales 
into consideration in determining the 
amount of its profits and in ordering 
the rate reduction; and (2) in failing 
reasonably to allocate petitioner’s earn- 
ings between regulated sales and un- 
regulated sales. That precludes an at- 
tack in the courts on the Commission’s 
order for failure to make a segregation 
of property. For § 19(b) of the act 
provides that: “No objection to the 
order of the Commission shall be con- 
sidered by the court unless such objec- 
tion shall have been urged before the 


Commission in the application for re- 
hearing unless there is reasonable 
ground for failure so to do.” No such 
excuse has been tendered. 


On these facts we cannot say that 
the Commission transgressed the ju- 
risdictional requirements of the act 
when it failed to make a formal alloca- 
tion of costs or of property. All 
agreed that an allocation on the basis 
of investment or cost would be im- 
practical. All agreed that some divi- 
sion of the apparent profit from the di- 
rect industrial business had to be made. 
All agreed that the fair division was a 
matter of judgment not mathematics. 
In view of those concessions by peti- 
tioner, the manner in which it con- 
ducted its business, its failure to insist 
on a segregation of property in its peti- 
tion for rehearing, and its own failure 
to keep accounts which reflected a 
segregation of the properties or an al- 
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location of costs among the two classes 
of business, we do not think it can 
now be asserted that the Commission 
erred in forsaking a formula and using 
its informed judgment instead. 

We do not mean to imply that such 
concessions would warrant a departure 
of the Commission from the statutory 
scheme of regulation. The issue is a 
much narrower one. The Commis- 
sion did not undertake to fix industrial 
rates. The Commission, as was its 
duty, merely determined what earnings 
were properly allocable to the unreg- 
ulated business. Petitioner disagrees 
with the result. The use of a formula 
for an allocation of costs or a segrega- 
tion of property might or might not 
have been more favorable to petitioner. 
But once the use of such a formula is 
waived or is conceded to be imprac- 


tical or theoretical, there must be some 
discretion in the Commission to make 
that determination through the exer- 


cise of its informed judgment. We 
cannot say that the Commission 
abused its discretion by conceding on 
the basis of the special circumstances 
here presented that earnings of the en- 
tire business in excess of a 64 per cent 
return should be allocated to the inter- 
state wholesale business. The small 
investment in the direct industrial 
business, the incremental nature of it, 
the extent of the interruptions in serv- 
ice to the direct industrial customers, 
the manner in which the management 
has treated it afford a basis for the 
refusal of the Commission to, credit 
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it with a larger share of the earnings 
than 64 per cent. 

The Commission, while it lacks ay- 
thority to fix rates for direct industrial 
sales, may take those rates into con- 
sideration when it fixes the rates for 
interstate wholesale sales which are 
subject to its jurisdiction. For § 5 
(a) 15 USCA § 717d(a), 4 FCA 
title 15, § 717d(a) provides that when- 
ever the Commission “shall find that 
any rate, charge, or classification de- 
manded, observed, charged, or collect- 
ed by any natural-gas company in con- 
nection with any transportation or sale 
of natural gas, subject to the jurisdic- 
tion of the Commission, or that any 
rule, regulation, practice, or contract 
affecting such rate, charge, or classi- 
fication 1s unjust, unreasonable, un- 
duly discriminatory, or preferential, 
the Commission shall determine the 
just and reasonable rate.” (Italics 
added.) It is clear that contracts cov- 
ering direct industrial sales come with- 
in that italicized clause of § 5(a).' 
The industrial rates in force here pro- 
duce revenues of $1,500,527 with ex- 
penses of $499,699 which, according to 
petitioner, result in earnings of $1,- 
000,828 before income taxes. That 
is an apparent profit of more than 200 
per cent. It is a fairly obvious indica- 
tion that the regulated business is 
being saddled with costs which in fair- 
ness should be borne by direct indus- 
trial sales. That is an extremely 
relevant consideration for the Commis- 
sion to take into account when it de- 
termines what costs are fairly attribu- 





6 There must be filed with the Commission 
not only schedules of rates subject to the ju- 
risdiction of the Commission but “the classifi- 
cations, practices, and regulations affecting 
such rates and charges, together with all con- 
tracts which in any manner affect or relate to 
such rates, charges, classifications, and serv- 
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ices.” Section 4(c), 15 USCA § 717c(c), 
4 FCA title 15, § 717c(c). By Rule 54.30 
the Commission requires the filing with it of 
all contracts for direct industrial sales 1- 
volving sales in excess of 100,000 thousand 
cubic feet per year. See 8 Fed. Reg. 16101. 
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table to each business and what the 
resultant rate for the wholesale busi- 
ness should be. Section 5(a) does not 
of course give the Commission author- 
ity to disregard the jurisdictional lines 
which Congress has drawn between 
interstate wholesale sales and direct in- 
dustrial sales so as to level the profits 
between the two classes of business. 
But § 5(a) reinforces our conclusion 
that in the exceptional circumstances 
of this case the Commission did not 
exceed the limits of its discretion when 
it allocated to the regulated business 
all excess earnings of the entire busi- 
ness over 64 per cent. 

[7-9] Producing and Gathering 
Facilities. The Commission construct- 
ed a rate base on the actual legitimate 
cost of petitioner’s property in service 
on December 31, 1941, which it found 
to be $78,814,292. It deducted $12,- 
596,987 for accrued depreciation, de- 
pletion and amortization. It added 
$920,000 for working capital. The 
result was a rate base of $67,137,305 
on which the Commission allowed a 
return of 64 per cent which it found 
to be “fair and liberal.” It included 
in the rate base petitioner’s producing 
properties® and gathering facilities. 
Petitioner claims that was error. It 
contends that it was incumbent on the 
Commission to determine the field 
price or actual field value of natural 
gas in the areas in which petitioner 
produces gas, to eliminate petitioner’s 
leaseholds and producing and gather- 
ing facilities from the rate base, to dis- 
allow expenses of gathering and pro- 
duction, and to allow petitioner as an 


expense item the field price or actual 
field value for all gas produced by it 
and taken into the pipe-line system. 
Evidence was offered to show what 
the market price or actual field value 
of the gas was. The argument is that 
the procedure followed by the Com- 
mission extends its jurisdiction over 
“the production or gathering of nat- 
ural gas” contrary to the mandate of 
§ 1(b).” Petitioner suggests more- 
over that if its leaseholds are to be in- 
cluded in the rate base they should 
not be included at cost but at what peti- 
tioner claims to be the market value.® 


This phase of the case is controlled 
by Canadian River Gas Co. v. Fed- 
eral Power Commission, 323 US —, 
89 L ed —, 58 PUR(NS) ante, p. 65, 
65 S Ct 829. We need not re- 
peat what we said there. It is clear 
that the value of producing properties 
and gathering facilities is affected 
whenever rates are fixed. That is in- 
evitably true whether the leaseholds 
are put into the rate base or whether 
as petitioner urges the gas is valued 
as a commodity. That result is not 
avoided unless Congress puts a floor 
under production properties and gath-_ 
ering facilities of natural gas com- 
panies and fixes a minimum return 
on them. That Congress has not done. 
As Judge Sanborn aptly stated in the 
opinion of the circuit court of appeals: 
“Tf there is an infirmity in the Com- 
mission’s determination of the amount 
which should be included in the rate 
base as the cost or value of such facili- 
ties, we think the infirmity arises from 
the method used in making the valua- 





6 Petitioner produces approximately 50 per 
cent of the gas which it transports and sells, 
the remainder being purchased: The pay- 
ments for gas purchased were allowed by the 
Commission as an operating expense. 


7 See note 4, supra. 

8 The market value is alleged to be about 
$8,400,000 as compared with some $955,000 
which the Commission found to be the actual 
legitimate cost. 
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tion, and not from any lack of juris- 
diction.” Supra, 54 PUR(NS) at 
p. 34, 143 F(2d) at p. 495. Petition- 
er, moreover, failed to object in its ap- 
plication for rehearing before the 
Commission to the inclusion of its 
producing properties and gathering 
facilities in the rate base. It is ac- 
cordingly precluded by § 19(b) of 
the act from attacking the order of 
the Commission on the ground that 
they are included. 

[10-12] Federal Power Commis- 
sion v. Hope Nat. Gas Co. (1944) 
320 US 591, 88 L ed 333, 51 PUR 
(NS) 193, 64 S Ct 281, holds that 
the Commission is not bound to use 
any single formula for the fixing of 
rates. It is not precluded from using 
actual legitimate cost as it did here. 
The question on review is not the 
‘method of valuation which was used 
but the end result obtained since the 
issue is whether the rate fixed is “just 
and reasonable.” Section 5. In the 
present case the 64 per cent return 
allowed by the Commission will permit 
petitioner to earn $4,363,925 annually 
on the basis of the test year after meet- 


ing all operating expenses which in- 
clude depreciation, exploratory and 
development cost, and Federal income 
taxes. The cost of servicing petition- 
er’s long-term debt is $957,786 or 
2.88 per cent. The cost of meeting 
the requirements of the preferred stock 
is $939,000 or 5.8 per cent. That 
leaves $2,467,139 for $20,184,175 of 
common stock—a return of 12 per 
cent. The return would be 9 per cent 
figured on the basis of common stock 
and surplus of $27,650,000. We are 
unable to say on these undisputed facts 
that the return is not commensurate 
with the risks, that confidence in peti- 
tioner’s financial integrity has been im- 
paired, or that petitioner’s ability to 
attract capital, to maintain its credit, 
and to operate successfully and effi- 
ciently has been impeded.® See Fed- 
eral Power Commission v. Hope Nat. 
Gas Co. supra (320 US at p. 603, 51 
PUR(NS) at p. 201). 
Affirmed. 


Mr. Chief Justice STONE, concur- 
ring: 

Mr. Justice Roberts, Mr. Justice 
Reed, Mr. Jusfice Frankfurter, and 





: %The Commission stated on this phase of 
the case: 

“The evidence discloses that the respondents’ 
business is exceptionally free from serious 
business hazards. The gas supply is assured 
for at least thirty to thirty-five more years. 
We have made ample provision in the annual 
depreciation allowance for the restoration of 
the capital investment in the property over the 
claimed life of the gas supply. The respond- 
ents’ markets are rapidly expanding and em- 
brace the large metropolitan area of Detroit, 
which alone takes 40 per cent of the entire 
output under a long-term contract. Panhandle 
Eastern’s president testified that the demand 
for service is so great that within the next 
year the respondents will be called upon to 
sell every cubic foot of gas that can possibly 
be delivered through the lines, and that the 
capacity factor will increase from 70 per cent 
to 90 per cent. 

“Tt is likewise apparent: from respondents’ 
own evidence that Panhandle Eastern has been 
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able to raise considerable capital at low cost. 
Only recently it successfully completed a 
financing program at remarkably low rates 
which resulted in a substantial reduction in 
its annual cost of capital. In February, 1941, 
Panhandle Eastern sold $18,250,000 of first 
mortgage and first lien bonds and $5,000,000 of 
serial notes at an average annual interest cost 
of 2.74 per cent. In February, 1942, it sold 
an additional $10,000,000 of first mortgage 
bonds at an interest cost of 3.13 per cent and 
$15,000,000 of preferred stock at a cost of 5.86 
per cent. After the financing, Panhandle 
Eastern’s annual cost of long-term debt was 
2.88 per cent and preferred stock was 5.87 per 
cent, a combined annual cost of only 3.85 per 
cent for these securities. 

“Panhandle Eastern has earned an average 
of 10.64 per cent on its net investment over the 
past five years, and Michigan Gas an average 
of 8.5 per cent during approximately the same 
period.” 45 PUR(NS) p. 215. 
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I concur for the following reasons 
only : 

Petitioners did not raise objections 
in their application for rehearing to 
the Commission to the inclusion of 
their producing and gathering facili- 


objection shall have been urged before 
the Commission in the application for 
rehearing unless there is reasonable 
ground for failure so to do.” No rea- 
son appears for the failure of petition- 
ers here to make objection on rehear- 


ties in the rate base. By § 19(b) of 
the Natural Gas Act: ‘No objection 
to the order of the Commission shall 
be considered by the court unless such 


ing to the inclusion of the production 
and gathering facilities in the rate 


base. 





ILLINOIS COMMERCE COMMISSION 


Re Chicago, Burlington & Quincy 
Railroad Company 


No. 32585 
March 20, 1945 


_pinailegi for authority to discontinue railroad station 


agency and to substitute custodian service; dented. 


Service, § 489 — Abandonment of railroad station agency — Burden of proof. 
1. A railroad seeking authority to abandon a station agency and to substitute 
custodian service has the burden to show by a clear preponderance of the 
evidence that the proposed substitution is justified, and allegations made in 
support of the proposed change must be clearly and sufficiently supported by 
evidence, p. 112. 


Service, § 489 — Discontinuance of railroad station agency — Substitution of cus- 
todian — Necessary proof. 
2. The proof reasonably required in support of allegations urging authority 
to substitute a custodian for a railroad station agency should be of a clear 
and convincing character, although the allegations need not be proved be- 
yond a reasonable doubt, as in the case of a criminal prosecution, p. 112. 


Service, § 489 — Abandonment of station agency — Substitution of custodian — 


Necessary showing. 
3. Proof supporting authority to substitute a custodian for a railroad station 


agency must include some showing, or at least some sound basis, for a con- 
clusion or presumption that the situation in the particular year will be re- 
peated in other years and is more than a mere temporary condition, p. 112. 


Service, § 267 — Discontinuance of station agency — Evidence of past losses. 
4. Proof relating to a railroad’s losses at a certain station during the past year 
only is not sufficient to justify the authorization of the abandonment of such 
station, particularly where the past year was unusual because of a shortage 
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of available freight cars, and where much of the business from that area 
consisted of shipments of carload lots of agricultural products that, by 
reason of the car shortage, had to be hauled by truck or shipped by rail from 


other stations, p. 113. 


Service, § 267 — Abandonment of station agency — Wartime. 


5. Substitution of custodian service for agency service at a railroad station 
should not be authorized where, during a wartime man-power shortage, there 
is no showing that a part time employee of proper capability can be had for 
the small compensation proposed to be offered, and where the evidence 
shows that if the station were closed, additional driving by automobile would 
become necessary and this would entail not only the employment of man- 
power but the expenditure of scarce gasoline, oil, and tires, p. 114. 


By the Commission: On January 
3, 1945, a petition in the above-en- 
titled matter was filed by the Chicago, 
Burlington & Quincy Railroad Com- 
pany. Attached were affidavits with 
respect to the posting and giving of 
notice in accordance with the require- 
ments of the Commission. Pursuant 


to due notice as required by law and 
by the rules and regulations of the 
Commission a hearing was held at the 


offices of the Commission in Spring- 
field on February 23, 1945. At the 
said hearing appearances were en- 
tered on behalf of the petitioner and 
on behalf of residents in the community 
of Lowder and also on behalf of the 
Order of Railroad Telegraphers. 
Evidence was introduced and the case 
was marked heard and taken. 

The proposal of the petitioner is to 
change the status of the railroad sta- 
tion at the unincorporated community 
of Lowder in Sangamon county, IIli- 
nois, from an agency station to a non- 
agency station. In other words the 
company proposes to dispense with 
the services of a station agent at this 
point and to place the station building 
in charge of a caretaker who would be 
a part-time employee. The duties now 
performed by the station agent at 
Lowder would be performed under the 
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proposed arrangement, by the agent 
at the station of Virden about 5 miles 
to the south or by the agent at Waverly 
about 6 miles to the north of Lowder. 
The proposal is opposed by the local 
residents and by the Order of Rail- 
road Telegraphers. 

This case presents a question with 
respect to the matter of burden of proof 
and of quantum of proof that should 
be required where, as here, a station 
agency has been maintained for many 
years and there is now a proposal to 
abandon that agency. The Commis- 
sion’s General Order 117 requires 
among other things that “no railroad 
company shall move or abandon any 
depot or station building, or abandon 
an agency at any depot, or discontinue 
any regular passenger train, with- 
out first having made application to 
and received the consent of the Com- 
mission.” Such consent is sought by 
the petition here under consideration. 

[1-3] The railroad company here 
is the proponent of a proposed change 
from an existing situation which has 
prevailed for many years and in which 
the public served by the station in 
question is vitally interested. The 
burden of proof obviously is upon the 
railroad company. The burden rests 
upon the railroad company, as petition- 
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er and as proponent, to show by a clear 
preponderance of the evidence that the 
proposed change is justified. To do 
this, in the case here under considera- 
tion, it is necessary that the evidence 
clearly and sufficiently support the al- 
legations made in support of the pro- 
posed change. These allegations are 
summarized in the petition as follows: 
“The amount and character of railroad 
business transacted by petitioner in the 
station (Lowder) is not sufficient to 
justify the continuance of said agency 
and the said business can be trans- 
acted by petitioner’s agent or agents 
maintained in near-by stations and a 
custodian can be substituted at Lowder 
without undue inconvenience to peti- 
tioner’s patrons and the expense of 
maintaining such open agency is an un- 
necessary and undue burden upon the 
interstate and intrastate business of 
petitioner.” 

The proof reasonably required in 
support of these allegations should be 
ofa clear and convincing character, not 
necessarily that the allegations must 
be proved beyond a reasonable doubt, 
as in the case of a criminal prosecution, 
but nevertheless the community should 
not be deprived of local station facili- 
ties except upon such proof as will es- 
tablish clearly the necessary basic facts 
to justify the proposed change. There 
should not be a withdrawal of a sta- 
tion agency upon the basis of mere 
surmise or conjecture or of proof that 
fails to establish by a clear preponder- 
ance of evidence, the necessary basic 
facts. Moreover the situation so to be 
established should be something more 
than a mere temporary and passing 
condition. It is not enough for in- 
stance to show that the revenues fail 
to achieve a satisfactory ratio to the 

[8] 
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expenses for one particular year. 
There must be some showing or at 
least sound basis for a conclusion or 
presumption that the situation in the 
particular year will be repeated in oth- 
er years and is more than a mere tem- 
porary condition. 


[4] In the proceeding now before 
the Commission it is vital to petition- 
er’s case that it establish the first and 
outstanding of its allegations, namely, 
that “the amount and character of rail- 
road business transacted by the peti- 
tioner in the said station is not suffi- 
cient to justify the continuance of the 
said agency. .” The evidentiary 
facts and findings which reasonably 
may be based thereon are shown in 
more detail in the findings of this or- 
der but it may be observed for the pur- 
pose of this discussion that the peti- 
tioner has introduced evidence of its 
revenues derived from the operation 
of the Lowder station for a period of 
six years, being from 1939 to 1944, 
inclusive. These revenues fluctuate 
greatly from year to year. The low- 
est year was 1942 with revenues of 
$3,952, and the highest year was 1939 
with revenues of $14,284. The rev- 
enues for the last year shown, 1944, 
were $9,645. In order to reflect the 
financial result of the business trans- 
acted at this station the revenues prop- 
erly credited to Lowder station must 
be compared with expenses attributable 
to this station. On this point, the peti- 
tioner introduced showings of local 
expenses for the same six years. 
These, however, are only the expenses 
of maintaining the local agency and the 
revenues obviously must be compared 
in some manner not only with the local 
expenses but also with a just propor- 
tion of the expenses other than local. 
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This the petitioner has attempted to do 
by a certain formula, but only for the 
year 1944. These figures if taken at 
their face value would show a net loss 
of $1,581.45 for the year 1944 for the 
Lowder station. There are no show- 
ings whatever of what the result would 
be by the application of the formula for 
any previous year nor any evidence up- 
on which the Commission could draw 
a reasonable conclusion that a loss was 
incurred in preceding years. For in- 
stance, the next preceding year, being 
1943, shows revenues over $2,000 
greater than 1944 and local expenses 
approximately $500 less. Nor could 
there be any presumption of a net loss 
for the years 1941, 1940, or 1939, in 
each of which years the expenses 
were several hundred dollars less than 
for 1944, and, in two of those three 
years, the revenues much greater. The 
net computed loss for 1944, taking the 
petitioner’s computations and assump- 
tions at their face value, was not large, 
either absolutely or in proportion to 
the volume of business transacted; 
there is no basis for a conclusion or 
finding by this Commission that the 
said station has been conducted at a 
loss during any year except the year 
1944, nor is there any sound basis 
for a presumption or conclusion that 
a loss is reasonably to be expected 
from future operation of the station. 

This situation is determinative of 
the issue in this case. The petitioner 
has not sustained the burden of estab- 
lishing its first and most essential al- 
legation with respect to revenues and 
expenses. There is, moreover, evi- 
dence in the record to the effect that 
the year 1944 was unusual due to 
shortage of available freight cars, that 
much of the business from the Lowder 


station consists of shipments of car. 
load lots of agricultural products and 
that by reason of the car shortage a 
very considerable volume of those 
products which normally would have 
been shipped from Lowder during 
that year were hauled by truck or 
shipped from other stations. This 
would go far toward explaining the 
reduction in the revenues of the Low- 
der station below the revenues of the 
preceding year, and certainly, if this 
is the explanation, there is no justifica- 
tion for abandonment of the station 
agency because of such a situation. 

[5] It may also be remarked that 
with respect to wartime conditions 
and the manpower shortage there are 
two sides to the question. The proof 
shows that a person skilled in Morse 
telegraphy is not required at the 
Lowder station since all of the com- 
munication work, including that in 
connection with the handling of trains, 
is done by telephone and not by tele- 
graph. The petitioner’s proposition 
involves the employment of a care- 
taker and this is intended to be a part- 
time employee but there is no show- 
ing that such a part-time employee of 
proper capability can be had for the 
small compensation proposed to be of- 
fered. Moreover while there was 
some controversy on the point, never- 
theless the weight of the evidence is to 
the effect that if the station were 
closed additional driving by automo- 
bile between Lowder and the neighbor- 
ing towns of Virden and Waverly 
would become necessary and_ this 
would entail not only the employment 
of manpower but the expenditure of 
gasoline, oil and tires. 


The Commission having considered 
the aforesaid petition and all of the 
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evidence both oral and documentary, 
the statements and arguments of coun- 
sl, and being fully advised in the 
premises, is of the opinion and finds: 

(1) that the petitioner, the Chicago, 
Burlington & Quincy Railroad Com- 
pany, hereinafter referred to as the 
railroad, is a railroad corporation and 
operates a system of railroad as a 
common carrier between points located 
in the state of Illinois and also to 
points located in other states and that 
aline of the petitioner’s railroad ex- 
tends through the unincorporated com- 
munity of Lowder in Sangamon coun- 
ty, Illinois : 

(2) that the railroad maintains and 
has maintained for many years past a 
railroad station or depot and a station 
agency in the said community of 
Lowder and that the petition now be- 
fore the Commission proposes that 
said agency be discontinued and a part- 
time caretaker substituted and that the 
business now and heretofore transact- 
ed by the station agent at Lowder be 
transacted by agents at Virden about 
5 miles to the south of Lowder or at 
Waverly about 6 miles to the north 
of Lowder ; 

(3) that the revenues derived from 
the operation of the said station at 
Lowder, including freight, passenger, 
express, milk, and miscellaneous rev- 
enue, for the calendar years from 1939 
to 1941 inclusive were as follows: 


$14,284 


(4) that the strictly local expenses 
incurred in operating the said station 
at Lowder for the same calendar years 
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set forth in the last preceding finding 
were as follows: 


(5) that by reason of the matters 
set forth in the last two preceding find- 
ings the strictly local expenses of con- 
ducting the station at Lowder have 
been at all times during the past six 
years far below the revenues derived 
from the operation of the said station; 

(6) that the only showing before 
this Commission with respect to the 
expenses of the railroad other than the 
strictly local expenses at Lowder and 
with respect to their apportionment to 
the Lowder station, and also with re- 
spect to their apportionment of rev- 
enues between the Lowder station and 
other portions of the railroad, con- 
sists of a computation introduced in 
evidence by the railroad company and 
covering only the year 1944; that the 
said computation was made by the use 
of a certain formula and assumptions 
and that according to the said formula 
and assumptions the revenues applica- 
ble to Lowder station for the said year 
1944 were $5,045.66; the local ex- 
penses were $2,472.51; the expenses 
applicable to the Lowder station, oth- 
er than local expenses (determined by 
said formula), were $4,154.60; the 
total of local expenses and other ex- 
penses being $6,627.11; and that this 
sum compared with applicable rev- 
enues of $5,045.66 as aforesaid indicat- 
ed a net loss for the Lowder station 
for the year 1944 of $1,581.45; 

(7) that the showing referred to in 
the last preceding finding does not 
form any reasonable basis for a con- 
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clusion, presumption or finding that 
the said station at Lowder was operat- 
ed at a loss in the years 1943, 1941, 
1940, or 1939; nor will the said show- 
ing reasonably support a conclusion, 
presumption or finding that a loss may 
be expected to be incurred in the opera- 
tion of the station at Lowder for en- 
suing years; 

(8) that the year 1944 was, with 
respect to the matter here under con- 
sideration, an unusual year in that a 
severe shortage of freight cars oc- 
curred during that year, that a large 
portion of the revenues of the station 
at Lowder normally are derived from 
carload shipments of agricultural prod- 
ucts and that during the year 1944 by 
reason of the said car shortage a con- 
siderable portion of the said agricul- 
tural products which normally would 
have been shipped from said Lowder 
station were hauled from the com- 
munity by means of trucks, and that 
circumstance reasonably would have 
an adverse effect upon the revenues 
derived from the operation of the said 
Lowder station for the particular year 
1944; 

(9) that the discontinuance of the 
agency station at Lowder would give 
rise to a certain amount of additional 
driving by patrons between Lowder 
and the neighboring communities of 
Virden and Waverly and would result 
in additional use of gasoline, oil, and 


tires which are now critical materials 
as well as the employment of additional 
manpower ; 

(10) that the evidence in this case 
does not establish that the amount and 
character of the railroad business 
transacted by the petitioner at its sta- 
tion in Lowder is not sufficient to 
justify the continuance of the said 
agency ; 

(11) that the evidence does not es- 
tablish that a custodian can be sub- 
stituted for the station agent at Lowder 
without undue inconvenience to the 
public and patrons of the railroad; 

(12) that the evidence does not es- 
tablish that the expense of maintain- 
ing the said agency at Lowder is an 
unnecessary and undue burden upon 
the interstate and intrastate business 
of the petitioner ; 


(13) that such loss, if any, as has 
been occasioned by the operation of 
the said agency at Lowder occurred 
(in so far as the evidence shows) only 
in the year 1944, that the said loss was 
not large either absolutely or in pro- 
portion to the volume of business 
transacted, and that the said loss for 
that particular year is explainable by 
an unusual situation with respect to 
temporary shortage of freight cars as 
hereinbefore set forth; and 

(14) that the prayer of the petition 
in this case should be denied. 
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SECURITIES AND EXCHANGE COMMISSION 


Re Georgia Power & Light Company 


File No. 70-936, Release No. 5641 
March 2, 1945 


PPLICATION for exemption of first mortgage bonds from com- 
petitive bidding rule; demed. 


Security issues, § 112 — Exemption from competitive bidding. 
Exemption of first mortgage bonds from the competitve bidding require- 
ments of Rule U-50 should be denied where no special circumstances are 
present to justify a conclusion that competitive bidding is inappropriate, 
although it is contended that a sale has been negotiated with an insurance 
company and that the contract price is at least as good as that which could 
be obtained by competitive bidding in view of expense involved. 


APPEARANCES: George G. Reyn- 
olds and James A. Austin of Win- 
throp, Stimson, Putnam & Roberts, 
for Georgia Power and Light Com- 
pany; Robert N. Hislop and David I. 
Bursten, for the Public Utilities Di- 
vision of the Commission. 


By the Commission: Georgia 
Power and Light Company (“Geor- 
gia”) has filed an application under 
§ 6 (b) of the Public Utility Holding 
Company Act of 1935, 15 USCA 
§ 79 f(b) with respect to the issuance 
and sale by Georgia of $2,500,000 
principal amount of first mortgage 
bonds to mature in thirty years.’ In 
connection with that application, it 


requests that such issuance and sale 
be excepted from the competitive bid- 
ding requirements of Rule U-50 of 
the General Rules and Regulations 
under the act.* 


The sole problem with which we 
are now concerned is the requested 
exemption from competitive bidding. 
Following a hearing held after due 
notice, we heard oral argument on 
this question. Our conclusions here- 
in are based upon an independent re- 
view of the record. 

Pursuant to a plan of recapitaliza- 
tion which we have approved,’ Geor- 
gia’s outstanding mortgage debt, con- 
sisting of $3,027,500 principal 





1Georgia is a subsidiary of General Gas 
and Electric Corporation and Denis J. Dris- 
coll and Willard S. Thorp, trustees of Asso- 
ciated Gas and Electric Corporation, regis- 
tered holding companies. 

_* Rule U-50 provides certain limited excep- 
tions to the normal requirements of competi- 
tive bidding. As to applications filed under 
§ 6(b), exception requires a finding by the 
Commission that compliance with the com- 
petitive bidding procedure is not “appropriate 
in the public interest or for the protection of 
investors or consumers as a condition to the 
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exemption of such issuance or sale from the 
provisions of § 6(a) of the act, or to aid the 
Commission (in carrying out the provisions of 
§ 6(b) of the act) to determine such terms 
and conditions as it may be appropriate to 
impose in the public interest or for the pro- 
tection of investors or consumers in exempt- 
ing such issuance or sale from the provisions 
of § 6(a) of the act. . . .” 

8Re Georgia Power & Light Co., Holdin 
= age Act Release No. 5568, January 25, 
1945, 
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amount of 5 per cent bonds due 1978 
and having a redemption price of 
1034, is to be reduced to $2,500,000.* 
The bond issue now proposed is de- 
signed to refund the remaining bonds 
so as to effect a reduction of interest 
charges. 

While the recapitalization plan was 
being considered, applicant ap- 
proached several insurance companies 
on the question whether they would 
be interested in submitting offers to 
purchase the proposed bonds in a 
“modified competitive bidding proce- 
dure” after approval of the plan. Ap- 
plicant states that it deemed this 
course preferable to competitive bid- 
ding because the additional expenses 
that would be involved in competitive 
bidding with respect to this small is- 
sue, including the expense of registra- 
tion under the Securities Act of 1933, 
were estimated by the applicant at ap- 
proximately $30,000 and would, it 
believed, more than offset any in- 
crease in price that might be secured 
through competitive bidding. One 
of the companies approached, The 
Northwestern Mutual Life Insurance 
Company of Milwaukee (“Northwest- 
ern”), a holder of approximately 
$850,000 of Georgia’s outstanding 5 
per cent bonds, offered to purchase 
the entire issue of the new bonds and, 
after negotiation, a contract was en- 
tered into in June 1944 between it and 
Georgia providing for its purchase at 


a price of 1034 (the call price of Geor- 
gia’s outstanding bonds to be refund- 
ed by the new issue), and coupon rate 
of 33 per cent. Georgia did not nego- 
tiate with any other prospective pur- 
chasers as to price or interest rate. 

Applicant contends that the price 
to be obtained for the bonds from 
Northwestern is at least equal to that 
which could be obtained by competi- 
tive bidding in view of the additional 
expense which would be involved in 
competitive bidding. In support of its 
position it submitted a comparison 
with the sale prices and coupon rates 
of other bond issues which it consid- 
ered similar. The staff of our Public 
Utilities Division also compared the 
Northwestern offer with offers se- 
cured in competitive bidding on re- 
cent bond issues it considered similar, 
and reached the opposite conclusion. 
We need not go into the question 
whether these comparisons are valid 
or not. The competitive bidding rule 
was designed to afford, among other 
things, an orderly and fair method of 
determining whether the cost of 
money to the issuer is reasonable and 
fair. 

We have had occasion in previous 
cases to pass upon the contention that 
competitive bids might possibly be 
lower than a private commitment al- 
ready obtained. In rejecting it, we 
pointed out: 

“True, such a possibility exists but 





# Georgia’s pro forma capitalization and sur- 
plus as of April 30, 1944, giving effect to the 
consummation of its recapitalization plan, was 
as follows: 

Amount 

Long-term Debt 
ist Mtg. 5’s due 1978 $2,500,000 
Serial notes payable to REA ... 58,554 


$2,558,554 
118 
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Common stock—21,050 shs., no par 


value 1,422,234 


Total Capitalization and Sur- 
plus coveces 400197 
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there is, at the least, an equal possibil- 
ity that the bonds may be sold at 
higher prices through competitive bid- 
ding. If such an argument were per- 
mitted to be persuasive, the competi- 
tive bidding rule could be completely 
nullified in every case where, notwith- 
sanding our Rule, a company enters 
into a private contract for the sale of 
securities and, thereafter, petitions for 
an exception to the Rule. Futhermore, 
this argument ignores the fact that 
our competitive bidding rule is also 
designed to assure the maintenance of 
competitive conditions and to elim- 
inate any possibility that affiliated un- 
derwriters or other purchasers will 


monopolize the distribution or pur- 
chase of securities or will obtain them 
on more favorable terms than 
others.” © 

We are unable to find any special 
circumstances in this case that would 
justify a conclusion that compliance 
with paragraphs (b) and (c) of Rule 
U-50, with respect to the proposed 
issuance and sale of the Georgia 
bonds, is not appropriate in the public 
interest or for the protection of in- 
vestors or consumers within the pro- 
visions of the rule. 

The request for an exception must 
be denied. An appropriate order will 
issue. 





5 Re Public Service Co. of Indiana, Holding 
Company Act Release No. 3521, May 9, 1942. 
See also Re Northern Indiana Pub. Service 


Co. (1944) Holding Company Act Release 
No. 5031, 53 PUR(NS) 193, 199. 





NEW YORK SUPREME COURT, SPECIAL TERM, 
RICHMOND COUNTY 


Dees Cigarette & Automatic Music 
Company, Incorporated 


New York Telephone Company 


— Misc —, 53 NY Supp(2d) 651 
March 2, 1945 


PPLICATION for order directing telephone company to restore 
a \ service to premises after interruption by police; granted. 


Service, § 134 — Denial at request of police — Claim of illegal use. 


1. A rule of a telephone company that service interrupted by the police 
will not be restored until the police department has approved the applica- 
tion for installation should be enforced only where there is reasonable 
probability or reasonable ground for believing that the service will be used 
for illegal purposes; mere fears or suspicions unfounded in fact do not 
warrant application of the rule, p. 121. 
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Mandamus, § 9 — Restoration of telephone service — Suspicion of unlawful use. 
2. Mandamus to compel a telephone company to restore service interrupted 
by the police, because of charges of recording of bets and wagers in vio- 
lation of law, should be granted when no factual reasons are given and no 
reasonable grounds are alleged for believing that telephone service will be 


used for illegal purposes, p. 122. 


APPEARANCES: L. W. & A. B. 
Widdecombe, of Stapleton (L. W. 
Widdecombe, of Stapleton, of coun- 
sel), for petitioner; Ralph Brown, of 
New York city (Jordan R. Bassett, of 
New York city, of counsel), for re- 
spondent New York Telephone Co.; 
Ignatius M. Wilkinson, of New York 
city (H. Zamore, of New York city, 
of counsel), for Commissioner of 
Police Department of city of New 
York, 


Norton, J.: Petitioner cofpora- 
tion moves for an order directing the 
respondent telephone company to in- 
stall two telephones in its place of busi- 
ness in premises 122 DeKalb street, 
Concord, Staten Island. These prem- 
ises have been leased by the petition- 
er for the past seven years, during all 
of which time the petitioner has con- 
ducted therein the business of buying, 
selling, renting, exchanging, and in- 
stalling automatic musical and cigarette 
vending machines. The business 
grosses $250,000 annually. 

The respondent telephone company 
supplied the petitioner corporation 
with telephone service under contract 
with it, the service consisting of a 
switchboard containing three trunk 
lines and three extensions installed in 
the said premises 122 DeKalb street, 
and assigned designations Gibraltar 
7-7111, 7112, 7113. 

On October 26, 1943, this service 
was interrupted by the police depart- 
ment who removed all of the telephone 
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equipment from the petitioner’s leased 
premises at the above address, pre- 
sumably because of charges filed 
against John Delisio, then president 
of the petitioner, and Michael Delisio, 
managing agent. 

The information filed in the court 
of special sessions of the city of New 
York charged John Delisio with viola- 
tions of § 986 of the Penal Law, and 
specifically alleged that John Delisio, 
then president of the petitioner cor- 
poration, engaged in pool selling and 
bookmaking in violation of said stat- 
ute in premises 120 and 122 DeKalb 
avenue. Michael Delisio was charged 
with being the lessee and occupant of 
these premises and with knowingly 
permitting the recording of bets and 
wagers in violation of said section and 
permitting persons to be engaged in 
such violation in said premises, aiding 
and abetting the said John Delisio in 
said unlawful acts. 

After a trial in said court, John 
Delisio, then president of petitioner 
corporation, was convicted of engag- 
ing in pool selling and bookmaking 
over telephones located in premises 120 
DeKalb avenue, which telephones were 
not assigned to the petitioner corpora- 
tion by the respondent telephone com- 
pany nor installed in petitioner’s place 
of business 122 DeKalb street. John 
Delisio is no longer connected in any 
capacity with petitioner corporation. 

Michael Delisio, managing agent of 
the petitioner corporation, was acquit- 
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ted of the charge filed against him at 
the close of the People’s case, the court 
fnding that there was no proof to 
sustain the charge against him nor any 
proof that any telephones assigned by 
the respondent to the petitioner cor- 
poration had been used for any unlaw- 
{ul purposes. 

No charge whatever was made at 
any time against the petitioner cor- 
poration for such unlawful use of its 
telephones, The record of the trial 
discloses that the deputy police inspec- 
tor who ordered the removal of the 
petitioner’s telephone service testified 
that he gave an order to rip down the 
switchboard in petitioner’s premises 
in spite of the fact that there was not 
a single betting transaction overheard 
over the telephones of the petitioner. 

On November 20, 1944, the peti- 
tioner applied to the respondent tele- 
phone company in writing for the in- 
stallation of telephone service in its 
place of business 122 DeKalb street, 
and was thereafter advised that said 
application for telephone service would 
be denied because of the refusal of the 
police department of the city of New 
York to approve of the same. 

[1] The respondent telephone com- 
pany urges in opposition to this ap- 
plication a practice or rule of the com- 
pany to the effect that whenever a 
subscriber’s telephone service is inter- 
rupted by the police, or whenever the 
police request termination of service 
upon an alleged violation of law, serv- 
ice will be terminated and not restored 
or new service furnished such sub- 
scriber until the police department has 
approved the application for such in- 
stallation in such premises. 

This practice and rule was applied 
by the respondent telephone company 


12] 


in the instant case, and attached to 
respondent’s answer and marked Ex- 
hibit A is a communication directed 
to the respondent by the police de- 
partment indicating that the depart- 
ment does not approve of petitioner’s 
application at this time. The re- 
spondent relies upon the disapproval 
of the application by the police depart- 
ment for its refusal to install the tele- 
phone service requested by the peti- 
tioner corporation. 

This rule of the telephone company 
is a salutary one, and was presumably 
adopted in the interest of codperation 
with the police department in the sup- 
pression of crime. The rule has been 
approved in People ex rel. Rest- 
meyer v. New York Teleph. Co. 
(1916) 173 App Div 132, 133, 159 
NY Supp 369, 370. In that case the 
court said: “Speaking generally, the 
telephone company is bound to fur- 
nish service to all who pay its proper 
charges and obey its reasonable reg- 
ulations, but it is not required to fur- 
nish such service to those who are 
reasonably sure to use it for an illegal 
purpose.” In commenting upon the 
facts in that case, the court said: “In 
short, the fact which stands out most 
prominently in this record is the re- 
lator’s disposition to violate this par- 
ticular law, unmitigated by repentance 
or promises of reform on his part. 
We think the telephone company was 
well within its right in refusing to 
furnish its telephone service to this 
relator in view of his former and re- 
cent illegal use of the telephone.” 

This rule should be enforced only 
where there is reasonable probability 
or reasonable ground for believing 
that the service will be used for illegal 
purposes. Mere fears or suspicions 
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unfounded in fact do not warrant its 
application. 

[2] The respondent telephone com- 
pany takes the position that it can- 
not comply with the demand of the 
petitioner for the installation of tele- 
phone service without the approval of 
the police department of the city of 
New York which has been refused. 
In this situation the court, in the in- 
terest of justice and in order that the 
court might make a fair and proper 
final disposition of the matter, directed 
that the petitioner serve a copy of all 
papers on this application upon the 
police department of the city of New 
York, which is not a party herein, with 
a request that the police department 
appear herein and apprise the court 
of the reason for advising the respond- 
ent of their disapproval of the applica- 
tion. Pursuant to said request the 


police department duly appeared and 
submitted papers in opposition to the 
application. No factual reasons are 
given by the police department in tht 
papers submitted which would justify 
its disapproval of petitioner’s applica- 
tion. No reasonable grounds are al- 
leged for believing that telephone sery- 
ice will be used for illegal purposes, 
The opinions stated therein are not 
substantiated by facts, nor do the 
papers indicate any reasonable prob- 
ability of unlawful or illegal use of 
telephone service. 

I am of the opinion that the action 
of the police department in advising 
respondent of its disapproval of this 
application is not reasonably warranted 
by the circumstances disclosed. 

The application is, therefore, grant- 
ed. 





UNITED STATES CIRCUIT COURT OF APPEALS, FIFTH CIRCUIT 


Department of Conservation of State 


of Louisiana et al. 


Vv. 


Federal Power Commission 


No. 
—F 
March 


ental for review of orde 


gas pipe line; 


11241 
(2d) — 
31, 1945 


vr of Federal Power Commission 


authorizing construction and operation of interstate natural 


order affirmed, 


Certificates of convenience and necessity, § 121 — Natural gas pipe line — Con- 
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1. The Natural Gas Act does not make considerations of conservation 
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determinative of the question whether a certificate of convenience and 
necessity should be granted for the construction and operation of an inter- 
state pipe line through which gas would be withdrawn for an industrial 
use that may be regarded as inferior and wasteful, even though considera- 
— - conservation may have a place in granting or refusing a certificate, 
p. 124. 


Appeal and review, § 28.6 — Conclusiveness of orders — Gas pipe-line authoriza- 
tion — Conservation. 

2. An order under § 7 of the Natural Gas Act, 15 USCA § 717f, authoriz- 
ing the construction and operation of a pipe line to transmit natural gas for 
resale in interstate commerce must be upheld by the court when the evi- 
dence leaves no doubt that there is a public need and supports the Com- 
mission’s finding that the applicant has contracts which put it in a position 
to fully supply that need, although it is contended that such authorization 
will permit the withdrawal of gas, an irreplaceable natural resource, for 
burning under boilers, an industrial use, that is regarded as inferior and 
wasteful, p. 124. 


> 


Before Hutcheson, Holmes, and 


McCord, CJ. 


HuTcHEsON, CJ.: In culmination 


of a loop line construction program of 
long standing,’ 


Memphis Natural 


Gas Company, on January 31, 1944, 
and on May 20, 1944, applied for cer- 
tificates of convenience and necessity, 
and on November 21, 1944, obtained 
an order granting them.* This peti- 





1Beginning its operation as an interstate 
pipe-line company in 1928, its system consisted 
of an 18-inch pipe line extending from the 
Monroe, Louisiana, gas field through the states 
of Arkansas, Mississippi, and to Memphis, 
Tennessee. For the past seventeen years it 
has supplied natural gas to various city gate 
utility distributing companies, in the states of 
Arkansas, Mississippi, and Tennessee, the 
principal customer being the city of Memphis, 
Tennessee. 

In 1940, it began a construction program of 
a loop line paralleling its original 18-inch pipe 
line from the Monroe field to Memphis. The 
proposed plan was to loop completely this line 
over a period of years. The purpose of the 
construction program was to provide pipe-line 
capacity to meet the increased demands of its 
city gate customers. 

In 1940, 92 miles of the looping were com- 
pleted; in 1941, an additional 55 miles were 
constructed; in 1942, and also in 1943, the 
company attempted to complete the loop line 
construction, but, due to war emergency con- 
ditions, the materials and priority assistances 
were unavailable, and it was not until De- 
cember, 1943, that the War Production Board 
granted approval and permit to construct the 
balance of the loop line. 

_In connection with the construction of the 
lines in 1940 and 1941, it was not necessary for 
the company to obtain a certificate from the 
Federal Power Commission. However, § 7 of 
the Natural Gas Act, 15 USCA § 717f, was 
amended as of February 7, 1942, and it became 
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necessary for the company to obtain from the 
Federal Power Commission a certificate of 
public convenience and necessity to construct 
the balance of the loop line. 

2On January 31, 1944, it filed with the Fed- 
eral Power Commission its application for a 
certificate of public convenience and necessity 
for the construction and operation of 62.5 
miles of loop lines. Intervening in this pro- 
ceeding were the state of Tennessee, the Mem- 
phis Light, Gas & Water Division of the city 
of Memphis, Tennessee, and The Independent 
Natural Gas Association of America, support- 
ing the application, and the Public Service 
Commission of Louisiana, the Department of 
Conservation of the state of Louisiana, the 
National Coal Association, the United Mine 
Workers of America, the Order of Railway 
Conductors, the Brotherhood of Locomotive 
Engineers, the Brotherhood of Locomotive 
Firemen and Enginemen, and the Switchmen’s 
Union of North America, opposing it. 

On May 20, 1944, the company filed with the 
Commission an application for a certificate of 
public convenience and necessity for the con- 
struction and operation of a gas transmission 
line from Guthrie, Louisiana, in the Monroe 
gas field to Lisbon gas field in Claiborne 
Parish, Louisiana. 

The same parties supporting and opposing 
the granting of the first certificate oppose this 
one also. 

On June 10, 1944, the Commission, stating in 
its opinion and order that a sufficient showing 
of adequate gas reserve had not been made, 
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tion filed under § 19(b)® of the Na- 
tural Gas Act,* seeks to vacate and set 
these orders aside. 

[1, 2] In their motion for rehearing 
before the Commission, petitioners did 
formally make the point that the ap- 
plicant had not shown itself possessed 
of sufficient reserves to adequately per- 
form the service to the public for 
which the certificates were sought. But 
the real point made against the order 
in the rehearing was, and the real point 
made against it here is, that the certifi- 
cates of public convenience and neces- 
sity may not stand because they were 
issued to permit the withdrawal of gas, 
an irreplaceable natural resource, for 
burning under boilers, an industrial 
use, that is regarded as inferior and 
wasteful, and, therefore, the granting 
of the certificates was not in, but 
against, the public interest. 

The subordinate claim that the proof 


is insufficient to support the finding 
that the company has adequate sup- 
plies to enable it to properly serve the 
public interest may be disposed of in 
short order by saying that the record 
amply supports the Commission’s find- 


ing both that there was a public need 
to be served and that the applicant for 
the certificates showed itself adequate- 
ly equipped to perform it. 

The main contention, that the order 
is invalid and the certificates may not 
stand because issued for a wasteful use 
of gas, is, we think, no better taken, 
but a demonstration of this will require 
some further reference to the act, to 
the proceedings before the Commis- 
sion, and to the authorities governing 
the review of its orders. 

The Natural Gas Act was enacted to 
vest, and it did vest, the Commission 
with jurisdiction to regulate the trans- 
portation and sale of natural gas for 
resale in interstate commerce.’ Sec- 
tion 7(c) of the act, as amended, re- 
quires those desiring to engage in such 
transportation or sale, or to construct, 
extend, acquire, or operate any facility 
thereunder, to apply to the Commis- 
sion for a certificate of public conven- 
ience and necessity. Section 7(e) of 
the act governs the issuance of cer- 
tificates. It provides that 

“a certificate shall be issued to any 
qualified applicant therefore, 





denied and dismissed without prejudice the ap- 
plication for the certificate in the looping proj- 
ect. A petition for rehearing, reconsideration, 
and reversal of the Commission’s order of 
June 10, 1944, was made and granted, and an 
opportunity to present further evidence was 
provided 

The two dockets involving the certificates 
for the looping project and the Lisbon line 
were consolidated by order of the Com- 
mission, and a hearing in the consolidated 
causes began on September 7th, and was con- 
cluded on October 5, 1944, On November 21, 
1944, the Commission entered its opinion and 
order, issuing certificates of public convenience 
and necessity for the construction and opera- 
tion of both the loop line and the Lisbon line. 

Petitioner here filed application for rehear- 
ing and stay order in the consolidated docket, 
and it was denied on December 12, 1944, and 
on, December 21, 1944, this petition was filed. 

3 As material ‘here, it provides: 

“Any party to a proceeding under this act 

aggrieved by an order issued by the Commis- 


sion in such proceeding may obtain a review 
of such order in the circuit court of appeals. 

. “No objection to the order of the 
Commission shall be considered by the court 
unless such objection shall have been urged be- 
fore the Commission in the application for re- 
hearing unless there is reasonable ground for 
failure so to do. The finding of the Commis- 
sion as to the facts, if supported by substantial 
evidence, shall be conclusive.” 15 USCA 
§ 717r(b). 

#15 USCA § 717-717(w). 

5 Illinois Nat. Gas Co. v. Central Illinois 
Pub. Service Co. (1942) 314 US 498, 86 L ed 
371, 42 PUR(NS) 53, 62 S Ct 384; Natural 
Gas Pipeline Co. v. Federal Power Commis- 
sion (1942) 315 US 575, 86 L ed 1037, 42 
PUR(NS) 129, 62 S Ct 736; Ohio Pub. 
Utilities Commission v. United Fuel Gas Co. 
(1943) 317 US 456, 87 L ed 396, 46 PUR 
(NS) 257, 63 S Ct 369; Federal Power Com- 
mission v. Hope Nat. Gas Co. (1944) 320 US 
dy 88 L ed 333, 51 PUR(NS) 193, 64 S Ct 
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if it is found that the applicant is able 
and willing properly to do the acts 
and to perform the service proposed 
and to conform to the provisions of the 
act and the requirements, rules and 
regulations of the Commission there- 
ynder, and that the proposed service, 
sale, operation, construction, exten- 
sion, or acquisition, is or will 


be required by the present or future 
public convenience and necessity ; 
” 


Petitioners do not claim that the 
Memphis Natural Gas Co. is not a 
qualified applicant or that it has not 
the financial ability to constitute, fi- 
nance and operate the proposed facili- 
ties. The Commission has found on 
evidence amply supporting it that the 
applicant has assured itself adequate 
gas reserves for the operation of the 
line. The Commission has also found 
that the proposed extension is, or will 
be, required by the present or future 
public convenience and necessity, and 
viewing the matter entirely from the 
standpoint of consumer demand for the 
gas, the evidence is of such conclusive 
character that it demands the finding 
that was made. Petitioners’ reliance, 
however, is not on the ordinary con- 
siderations which control where the 
dispute is between rival companies, as 
it was in Arkansas Louisiana Gas Co. 
v. Federal Power Commission (1940) 
36 PUR(NS) 71, 113 F(2d) 281, or 
over rates or the limits of Federal and 
state power, as it was in cases cited in 
Note 5, above. They base their whole 
case on reading the words “public con- 
venience and necessity” as including 


considerations of conservation of nat- 
ural gas with a consequent prohibition 
against the issuing of certificates 
where, as here, there is protest and 
proof by a state that the gas to be 
withdrawn under the authority of the 
certificates will be put to an econom- 
ically wasteful use, that is to the in- 
ferior one of being burned under boil- 
ers. Pointing to the evidence of the 
already highly developed industrial use 
of the gas, and the evident purpose to 
extend and increase that use, petition- 
ers insist that this sustains its burden 
of showing that the finding of fact by 
the Commission, that the issuance of 
the certificates will be required by the 
present or future public convenience 
and necessity, is not supported by sub- 
stantial evidence. The applicant and 
those aligned with it on the side of the 
Commission insist that in granting or 
refusing certificates under the act, the 
kind of uses, viewed from the stand- 
point of inferior and superior, to which 
the gas to be carried in the line is to 
be put, is of no, or at least very little, 
significance. The Commission, they 
say, is concerned only with whether 
there is a public need or demand for the 
gas the line will supply and whether 
the applicant is in a position to ade- 
quately and properly serve that need if 
the certificate is granted. The Com- 
mission, while of the opinion that the 
act leaves questions of conservation to 
the state authorities and does not make 
the granting or refusal of certificates 
turn upon such questions, points out 
that it did, as shown by its two opin- 
ions in the case,* give sympathetic con- 





In opinion of June 10, 1944, refusing the 
certificate on the loop line, the Commission did 
comment, on the capacity of ‘standby-fuel 
equipment on the premises of certain industrial 
consumers, and on the fact that the estimated 
demand anticipated demands of new customers, 
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including a number proposed to be converted 
from the use of other available fuels to natural 
gas for boiler fuel purposes. 

Too, it concluded: “(3) In view of the 
limited natural gas reserves shown by the 
record to be available to applicant, their pres- 
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sideration to the fact of inferior use 
along with all the other facts in the 
case. So pointing it insists that the 
record as a whole furnishes no basis 
for petitioners’ claim that its finding, 
that the certificates are required by the 
present or future public convenience 
and necessity, is without support in the 
evidence. 

We agree with the Commission. 
Assuming, without deciding, that the 
Commission could properly consider 
as one of the facts entering into the 
granting or denial of the certificates 
the uses to which the gas was to be 
put, that is, that considerations of con- 
servation had a place in such granting 
or refusal, we think it quite plain that 
the statute does not make such matters 
determinative. If, therefore, we as- 


sume, as the petitioners insist we 
should, that it was part of the Commis- 
sion’s duty to consider, as one of the 


underlying facts to be determined, 
whether the gas being taken is for in- 
ferior, and therefore wasteful, uses, we 
should still, upon this record, have to 
decline to hold that, in exercising, the 
Commission has abused, its powers un- 


der the act. Normally it is for the 
Commission to draw the conclusion 
that the present or future public con. 
venience and necessity either requires 
or does not require the granting of a 
certificate. Normally an order grant- 
ing a certificate may be set aside only 
when the evidence admits of but one 
conclusion, that its granting will not 
serve public convenience and necessity, 
or that the applicant is not in a posi- 
tion to supply the need. Inferior and 
superior uses aside, the evidence in this 
case leaves in no doubt that there was 
a public need. It fully supports the 
finding, too, that the applicant has con- 
tracts which put it in a position to ful- 
ly supply that need. As we read the 
statute and the authorities under it, the 
facts, on which alone petitioners rely, 
that the gas is to be taken out of the | 
state to be used for burning under boil- 
ers, that this is an inferior use, and 
that Louisiana objects to its being so 
taken, do not furnish sufficient basis 
for a finding that the order of the 
Commission in granting the certifi- 
cates was contrary to law. Through- 
out the argument and briefs it has been 





ent rapid rate of depletion, and the effect of 
excessive rates of withdrawal of the ultimate 
recovery of gas therefrom, it is necessary and 
appropriate in the public interest that such 
natural gas resources be conserved in so far as 
possible for domestic, commercial, and su- 
perior industrial purposes. (4) The record 
does not contain sufficient showing that the 
proposed construction and operation are, or 
will be required by the present, or future 
public, convenience, and necessity. (5) Dis- 
missal of the instant application without preju- 
dice is appropriate in the public interest.” 

In its second opinion on rehearing, entered 
November 21st, 56 PUR(NS) 271, after hear- 
ing new evidence, the Commission found that 
applicant had sufficiently and satisfactorily in- 
creased its gas supplies; and that in the public 
interest the certificates for the proposed loop 
line and Lisbon line should be granted. The 
opinion dealt fully with the contention as to 
the use of natural gas for inferior purposes, 
including the increased use from change-over 
from coal to natural gas in future by custom- 
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ers of the plant. After pointing out that the 
question of the supply of natural gas had been 
a subject of communication by it to Congress, 
it concluded that the small amount of addition- 
al gas to be sold by applicant (only about 13 
per cent of the total natural gas production of 
Louisiana) was not sufficient to cause any 
great loss. 

The opinion concluded: “While we are not 
unsympathetic with the effort of the producing 
state of Louisiana to protect and conserve its 
natural gas resources for the benefit of its citi- 
zens, it is apparent that denial of applicant’s 
request for these certificates will not afford 
the state of Louisiana a satisfactory solution 
of the problem posed by it. Such problem 
cannot be determined within the limits of these 
proceedings. It is reasonable, however, to 
condition the certificates so that the facilities 
herein authorized shall not be used for the 
transportation or sale of natural gas to any 
new customers of either applicant or United, 
except upon specific authorization by this 
Commission.” (56 PUR(NS) at p. 283.) 
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for the MM contended, not so much on the part of language in the act, or in any decisign 
clusion MH the Commission as on the part of those construing it, which supports this view 
C COn- M aligned with it, that the case in the end or, indeed, points in this direction. 
quires MM comes down to this, that Louisiana, Viewing petitioners’ contention in the 
i$. Of aM under the guise of conservation light most favorable to them, the best 
Srant- M@ acainst waste, is trying to monopolize that can be said upon this record for 
le only for use in Louisiana, the gas the state petitioners is that they made an issue 
ut one HH produces, and it is urged upon author- upon whether the fact that some of the 
ill’ not ity’ that this cannot be done. The pe- gas to be taken under the certificates 
essity, MM titioners deny that they are trying to will be put to inferior uses was suf- 
L posi- prevent proper movement of gas in ficient to cause a denial of the certifi- 
or and MH interstate commerce. They insist that cates. The Commission thoughtfully 
in this HH ai! that they are doing is to present and sympathetically considered the 
'€ Was MM evidence that the use to which the gas evidence tendered and determined that 
ts the MH will be put under the certificates is a certificates qualified as they were quali- 
S con- J most inferior one, and that this being fied should issue. In so doing, it ex- 
to ful- undisputed, the Commission, as matter ercised the power of judgment con- 
id the MF of law, could not grant the certificates fided to it and not to the courts. We 
it, the Hi and we must set them aside. Wehave think it plain that petitioners have 
s rely, MM jooked in vain for a criterion for such failed to discharge the heavy burden 
of the @ action on our part. Petitioners donot the act placed on them and that their 
* boil- point us to, we have found no, guiding petition should be denied. 


, and 
7Pennsylvania v. West Virginia, 262 US Fountain Packing Co. v. Haydel (1928) 278 
Ng SO ME 553, 67 L ed 1117, PUR1923D 23, 43 S Ct US 1, 73 Led 147, 49 S Ct 1; West v. Kansas 
basis 658, 32 ALR 300; Missouri ex rel. Barrett v. Nat. Gas Co. (1911) 221 US 229, 55 L ed 
f th Kansas Nat. Gas Co. 265 US 298, 68 Led 716, 31 S Ct 564. 
” 1027, PUR1924E 78, 44 S Ct 544; Foster- 
ertifi- 


ugh- 
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nt 13 Re The United Corporation 
e any 


re not File No. 59-25, Release No. 5634 


: ‘it February 26, 1945 


S citi- : 

cant’s ETITION by common stockholder of holding company request- 
— Fu amendment of order in proceeding under § 11(b) (2) of 
oblem the Holding Company Act in order to change method of electing 


beara directors; denied. For original decision of Commission, see 
(1943) 50 PUR(NS) 212. 


Corporations, § 16 — Election of directors — Order under Holding Company Act. 


A petition by a common stockholder of a registered holding company re- 
questing amendment of an order of the Securities and Exchange Commis- 
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sion (directing recapitalization on a common stock basis and requiring 
action so that company will cease to be a holding company) in order to 
change the method of election of directors should be denied when the allega- 
tions of fact, if true, do not establish the existence of circumstances war- 
ranting modification of the order or institution of further proceedings under 
§ 11(b)(2) of the Holding Company Act, 15 USCA § 79k(b) (2). 


By the Commission: The Com- 
mission having, on August 14, 1943, 
50 PUR(NS) 212, issued its findings 
and opinion and order herein pursu- 
ant to § 11 (b) (2) of the Public Util- 
ity Holding Company Act of 1935, 15 
USCA § 79k (b) (2), directing The 
United Corporation to change its cap- 
italization to one class of stock, name- 
ly common stock, and to take such ac- 
tion as will cause it to cease to be a 
holding company ; and 

Randolph Phillips, a common 
stockholder of The United Corpora- 
tion, having filed on February 8, 
1945, a petition requesting amend- 
ment of the Commission’s aforemen- 
tioned order of August 14, 1943, or 
the issuance of a new and additional 
order under § 11 (b) (2) of the act 
directing The United Corporation: 
(1) to abolish the method of non- 
cumulative voting at all elections of 
directors and to institute in its place 
the method of cumulative voting, (2) 
to provide that a quorum at all meet- 
ings for the election of directors shall 


consist of a minimum of 50 per cent 
of the total voting stock outstanding 
in place of the present 25 per cent re- 
quirement, and (3) to require that 
adequate representation be given on 
the board of directors to stockholders 
opposing: the present management; 
and 

The Commission having consid- 
ered the allegations of fact and the 
reasons advanced in support of the re- 
lief requested, and being of the opin- 
ion that said allegations of fact, if 
true, do not establish the existence of 
such circumstances as would warrant 
a modification of its order of August 
14, 1943, supra, or the institution of 
further proceedings under § 11 (b) 
(2) of the act; 

It is ordered that the petition of 
Randolph Phillips dated February 
8, 1945, requesting the amendment of 
the Commission’s order dated Au- 
gust 14, 1943, supra, or the issuance 
of a new and additional order pursu- 
ant to § 11 (b) (2) of the act be, and 
the same hereby is, denied. 
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4 Industrial Progress 


2 Selected information about products, supplies, and 


services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


Egry Register Commemorates 
“Over so Years of Service” 


ie 1943 The Egry Register Company, Day- 
ton, Ohio, producers of Egry Business Sys- 
tems, and one of our charter advertisers, con- 
cluded a half century of successful business. 
But, because war needs placed such great de- 
mands on the personnel of the firm, they were 
unable to commemorate the event at that time. 
This year, however, they published a very in- 
teresting and colorful brochure entitled “Over 
Fifty Years of Service.” 

Within the pages of this book is a real suc- 
cess story that started in 1893 with an idea 
and one printing press. It traces the company’s 
progress through business depressions and the 
disastrous Dayton flood of 1893 that. virtually 
wiped out the Egry plant. The company con- 
tinued to grow and now enjoys a spot among 
the leaders of their industry. Today, Egry’s 
products are known and used the world over. 
Many concerns in the utility industry have 
benefited by the advantages they afford. 

The brochure contains many illustrations of 
plant activity, the company’s old and new prod- 
ucts, and some beautiful photographs of the 
city of Dayton, Ohio, the birthplace of avia- 
tion. A copy may be obtained by writing. to 
Lawrence Rauh, president of the company. 


New Distribution Engineer 
Announced By R&IE 


R* M. SirH has recently been added to 
the engineering staff of the Railway and 
Industrial Engineering Company, Greensburg, 
Pennsylvania. He will be in charge of distribu- 
tion engineering. 

A graduate of University of Washington in 
1925, Mr. Smith has had a wide experience in 
the design and development of relay and dis- 
tribution breakers. 

He came East from Pacific Electric Com- 
pany and had previously worked with West- 
inghouse, Bryant Electric, and Roller-Smith 
companies. 

Mr. Smith is a member of AIEE, having 
served for several years on the protective de- 
vices committee, and contributed several 
Papers on the application and design of pro- 
tective relays. 


A-C Appointments 


Cartes F, Coprincton has been appointed 

assistant to the manager and A. E. Caudle 
has been appointed sales manager of the Allis- 
Chalmers blower and compressor department, 
it was recently announced at Milwaukee, Wis- 


Mention the se cmiessanas as identifies your inquiry 


consin, by John Avery, manager of that de- 
partment. Both men assumed their duties May 
Ist. 


Addressograph-Multigraph 
Appointments Made 


PPOINTMENT of J. C. Rosler, Sr., of Phila- 

delphia as agent in charge of the newly 
established Multigraph agency in Reading, 
Pennsylvania, has been announced by W. H. 
Wilson, sales manager of the Multigraph di- 
vision of Addressograph-Multigraph Corpora- 
tion, Cleveland, Ohio, manufacturers of busi- 
ness simplifying equipment. 

Mr. Wilson‘also announced the appointment 
of E. R. Glassman, of Houston, Texas, who 
will be in charge of the Nashville Multigraph 
agency to succeed Paul Hohman. 

Mr. Hohman is returning to the company’s 
Washington agency to aid in serving govern- 
ment and war agencies. 

Henry C. Lemmon has been appointed super- 
visor of the E] Paso (Texas) Addressograph- 
Multigraph agency, located at 508 North Stan- 
ton Street. Mr. Lemmon was formerly at the 
head of the customer service division of the 
company’s Cleveland agency. 


Clark Company Distribution 
And Sales Policy Changed 


MAJOR change in the nation-wide sales and 

distribution of its products is announced 
by The Clark Manufacturing Company of 
Cleveland, Ohio, manufacturers of steam spe- 
cialties and fluid controls extensively used in 
the refrigeration field. 

During the past thirty-seven years, steam 
and vacuum traps, pressure regulators, separa- 
tors, and other steam specialties have been 
manufactured by Clark and marketed under 
the name of “Strong Steam Specialties.” For 
this reason, the identity of the Clark Company 
itself has been little known in the field, al- 
though the products manufactured by it have 
been widely distributed. 

A change of policy, developed during the 
past several months and put into action on 
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this date, brings all of the activities of prod- 
uct designing, engineering, manufacturing, 
sales, and distribution under the one roof of 
The Clark Manufacturing Company. From 
now on the company’s products will be sold 
as “Clark Fluid Controls.” 

W. S. Goff, who assumed presidency of the 
Clark Company eighteen months ago, an- 
nounces that the concern henceforth will main- 
tain its individual identity, and that it will deal 
directly with its distributors and customers on 
a nation-wide scale. 

The Clark Manufacturing Company is lo- 
cated in Cleveland at 1830 East 38th street. Its 
line of standard equipment includes a wide 
range of fluid controls for all types of indus- 
trial plants, institutional uses, and most manu- 
facturing processes. 


Electronic, Communications 
Equipment Released 


Fagan enc and communications equipment 
and components released by the armed 
forces have been received by Electronic Cor- 
poration of America, agent for the Defense 
Supplies Corporation. The material is now 
available for resale from ECA’s warehouse, 
352 West 48th street, New York city. 

Much of the material can be sold to manu- 
facturers and distributors without any need 
for factory reconditioning. Other equipment, 
including partially finished items, will be com- 
pleted and put into salable condition or broken 
down into components. 

Catalog listings of available merchandise 
were prepared and were expected to reach dis- 
tributors and industrial users before the end 
of May. Listings are to be revised weekly so 
that buyers will be able to have a continuous, 
accurate picture of available supplies. 

Manufacturers, distributors, and industrial 
users of electronic equipment can obtain regu- 
lar catalog listings by writing to Electronic 
Corporation of America, 45 West 18th street, 
New York city. 


’ TECO Publishes Booklet on 


Wood Research and History 


wiagtl Bie Forest Industries Blaze New 
Trails,” a brochure just published by 
the Timber Engineering Company, Washing- 
ton, D. C., recites the long story of wood’s 
usefulness to man, describes the current tech- 
nological developments of wood as an engi- 


‘ neering medium, and as the raw material of 


plastics and chemicals, and heralds the dawn of 
a new Age of Wood. 

Wood, the book holds, is capable of being 
made the most universally useful of all in- 
dustrial materials. It predicts that the winner 
of the “Battle of the Giants” in the next quar- 
ter century will be determined largely by 
science and the laboratories in mastering the 
mysteries of cellulose and lignin, that little 
known substance, nature’s adhesive which 
holds together the fibers in a tree. 

The handsome, 36-page illustrated booklet 
is one of the most ambitious promotion pieces 
to be produced by the lumber industry in many 
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KINNEAR ROLLING DOORS 
OFFER THESE SAVINGS 
IN YOUR PLANT ! 
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Savings in space and economies of Rolling a 
maintenance and operations are floor 

only partly responsible for the > wall 
wide use of Kinnear Rolling 

Doors. They also give you extra 

protection against fire, theft, riot, 

intrusion, sabotage, and the ele- 

ments. And every door is built to 


strial 
regu- 
ronic 
treet, 


‘oO 


New fit a particular opening, which as- 
d by sures highest operating efficiency. 
hing- Kinnear Rolling Doors are built 
ood’s in any size, for any opening, in 
tech- old or new buildings. Motor, 
engi- manual or mechanical operation. 
al of You will save money by installing 
vn of Kinnear Rolling Doors in your 
plant. Write for details today! 
being The Kinnear Mfg. Co. Factories: 
Il in- 2060-80 Fields Ave., Columbus 
inner 16, Ohio; 1742 Yosemite Ave., 
juar- San Francisco 24, Calif. 
y by OFFICES AND AGENTS IN PRINCIPAL 


x the CITIES 
little 
yhich 


oe SAVING WAYS 
i IN DOORWAYS 
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years. Its purpose is to stimulate further in- 
terest in wood research. It will be widely dis- 
tributed among industrial executives, plant 
superintendents, engineers, chemists, and archi- 
tects. 
. 
Westinghouse Division 
Director Named 


D. NEwBury, vice president of the West- 

einghouse Electric Corporation, has an- 
nounced the appointment of Frank W. God- 
sey, Jr., as manager of the new products di- 
vision. 

Mr. Godsey replaces G. H. Woodward, who 
has been transferred to South Philadelphia as 
manager of the corporation’s aviation gas tur- 
bine division. His headquarters will be at the 
Pittsburgh, Pennsylvania, office. 

Since joining Westinghouse in 1940, Mr. 
Godsey has served in the division he now di- 
rects. Patents have been granted on some 40 
electrical and mechanical devices invented by 
the new manager, who also has written numer- 
ous technical papers for the American Insti- 
tute of Electrical Engineers and the Electro 
Chemical Society. In addition to the AIEE, 
he is a member of the Institute of Aeronau- 
tical Sciences and the Society of Automotive 
Engineers. 


Food Machinery Announces 
Executive Changes 


oop MACHINERY COorRPORATION recently 
made two major changes in executive set- 


up. 

Clarence M. Frazier, vice president, who 
has headed Peerless Pump division of the cor- 
poration for the last 18 months, returns to the 
corporate headquarters in San Jose, Califor- 
nia, to assume more important work in con- 
nection with the over-all management. 

Francis E. Fairman, Jr., formerly a General 
Electric executive, was named manager of the 
Peerless division and a vice president of Food 
Machinery Corporation. 


G-E Appliance Distribution 


C R. PrircHArpD, general sales manager of 
e General Electric’s appliance and mer- 
chandise department, states that G-E’s policy 
of distributing both major and traffic appli- 
ances postwar will be fundamentally identical 
to its prewar policy. 

The department has 60 wholesale major ap- 
pliance distributing outlets for G-E refrigera- 
tors, ranges, water heaters, home laundry 
equipment, dishwashers, Disposalls, electric 
sinks, and kitchen cabinets. These distributors, 
operating in assigned trading areas, will main- 
tain sales organizations and local warehouse 
stocks at over 125 points, and will be prepared 
to serve the retail dealers in every city and 
town in the United States, Hawaii, and Alaska. 

Better than 50 per cent of the distributing 
outlets will be independent wholesalers, many 
of whom have been with G-E since the Gen- 
eral Electric refrigerator was first announced 
in 1927. While there have been some divisions 


of large territories and appointments in smaller 
markets, G-E will have about the same num- 
ber of independent distributors as it had before 
the war. 

General Electric will operate its own major 
appliances wholesale distributing branches in 
nine major markets. Seven of them, located in 
New York, Newark, Cincinnati, St. Louis, 
Pittsburgh, Los Angeles, and Philadelphia are 


new. 

The G-E Supply Corporation will continue 
as a wholesale distributor of the major appli- 
ances in about the same number of markets as 
before the war. 

The company’s traffic appliances, as in the 
prewar years, will be distributed through multi- 
ple wholesale outlets in order to reach all types 
of retailers. The utility outlets, electrical deal- 
er, department store, furniture store, jewelry, 
drug and hardware retailers will be served by 
the same type of distributing organizations 
that supplied them in the prewar years. 


Insulated Bushing for 
Thin Wall Conduit 


|B gmmeen especially for thin wall conduit, 
type “SBT” insulated bushing is one of 
the improved fittings introduced by the O. Z. 
Electrical Manufacturing Company, of Brook- 
lyn, New York. It is made in six sizes to ac- 
commodate conduit from 4 to 2 inches in 
diameter. 

In a new 140-page catalog just issued, O. Z. 
gives complete details of these insulated bush- 
ings, as well as illustrations, descriptions, spe- 
cifications, and price lists of the entire O. Z. 
live of conduit fittings, cable terminators, junc- 
tion boxes, solderless connectors, power con- 
nectors, and grounding devices. 


Sales Control Exhibit Ready 


HE Systems Division of Remington Rand 
€ gid has prepared an exhibit of records 
used by public utility companies for sales con- 
trol purposes entitled “Public Utilities Sales 
and Prospect Control.” This exhibit imple- 
ments the program outlined in “A Public Util- 
ity Postwar Sales Program,” a recent Sys- 
tems Division publication, and is available on 
a loan basis from the local offices of Reming- 
ton Rand for a 10-day study period. 

More specifically, the book, “Public Utility 
Postwar Sales Program,” is devoted to out- 
lining principles and objectives which com- 
prise a technique of building load through et- 
ficient merchandising of appliances. “Public 
Utilities Sales and Prospect Control” is an 
exhibit of records which are being used by 
utilities to control sales development. 


G-E Appointment 


C. Socce has been named assistant man- 

e ager of General Electric’s central sta- 

tion divisions, according to an announcement 

by W. V. O’Brien, manager of the divisions. 

In addition to his new position, Mr. Sogge will 

continue as manager of the customer division, 
central station divisions. 
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E Johns-Manville insulating Fireblok has 
more surface area than five ordinary fire 


k. The saving in installation time is apparent 


as is the reduction in costly furnace down- 
. In addition to larger size, J-M Fireblok has 
t important advantages: 


sy Cutting and Fitting—can be cut with a saw 
haped with a rasp. Most special shapes can be 
om standard slabs, reducing inventories. 

imum of Joints—the large size, compared to 
rick, reduces number and length of joints, re- 
gin thermally more efficient construction. 
nomical Bonding—with reduced joint length, 
lok requires a minimum of airset cement for 
ing. (J-M 1626 Cement was especially developed 
S use.) 

Ps—use Fireblok wherever insulating Fire Brick 
ommended, as for industrial furnaces, flues, 


ns- Manville / 


t 40th Street, New York 16, N. Y- 





stacks, etc. Fireblok is suitable for the lining of doors, 
for suspended arches, and when tapered, for sprung 
arches of exceptional stability. 

The four types of Johns-Manville Insulating Fire- 
blok (lightweight insulating refractory linings in 
block form) are suitable for the same temperature 
ranges as the four J-M Insulating Fire Brick. 

J-M—1620 Fireblok for exposed temp. to 1600° F. 
As backup to 2000° F. 

J-M—20 Fireblok for use up to 2000° F. Exposed 
or backup. 


J-M—23 Fireblok for use up to 2300° F. Exposed 
or backup. 


J-M—26 Fireblok for use up to 2600° F. Exposed 


or backup. c 
For further information, call or write 4 
your nearest J-M office. * 
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Gates—Intake, Sluiceway and Spillway 
Hydraulic Turbines—Francis and Propeller Types 
Rack Rakes ; 


Trash Racks 
Valves—Pipe Line and Penstock 


NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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DSTER WHEELER CORPORATION 


In “<—-s 
BOILERS 


Wide range superheat control in 
"S-A" type boilers is accomplished 
by placing all superheating surface in 


one of the twin tube banks. 


Dampers, placed in the gas outlets 
control the proportion of gas flow 
through this bank to give constant 


superheat even under varying load 


conditions. The dampers are placed 


in a relatively cool temperature zone 


to assure long life and effective opera- 


Five Star Pennant awarded to Foster Wheeler by the 
U. S. Navy. 


165 BROADWAY, NEW YORK 6, N. Y. 
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Now Off the Press 


UTILITY AND 
TRANSPORTATION 
REGULATION 
IN WARTIME 


A Volume Containing the Entire Proceedings of the 1944 War 
Conference of the 


NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS 





Including round-table discussions and reports on the following timely 
and important subjects: 


Depreciation Problems (1944 report of Committee on Depreciation) 
Air Commerce Legislation—Excess Profits Taxes—Telephone Regu- 
latory Problems—Electric and gas problems in the transition from 
war to peace economy—Disposition of Excess Earnings— 
Deferred Maintenance—State regulation of Interstate 
Commerce Not Subjected to Federal Regulation— 

Separation of Judicial and Administrative 
Functions of Regulatory Commissions— 

Accounting and Valuation—These 
and Others 86.00 
COMMITTEE REPORTS SEPARATELY PRINTED AND OTHER 1944 PUBLICATIONS 
OF THE NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS 
1944 Depreciation report (Supplement to 1943 report) 1.50 

1943 Depreciation report (277 pages) 
Excess Profits Tax report 
Telephone Committee report 
Legislation (containing 12 resolutions adopted by the aoonper yg 
Electric and Gas Company regulatory problems, Address of R. 

of Wisconsin ‘ 
PAROMITA REIS UNTER UICE 5 5, in cc hircicls Os Wha d cue Sb bos Sk SU ReaD RU DATE Bins ew bibles o 46's 1.00 
Disposition of Excess Earnings, address of Gilbert Shilson of Michigan 
Deferred Maintenance, address of Harry M. Miller of Ohio 
State regulation of interstate commerce, address of Jchn E. Benton 
Interpretations of Uniform Systems of Accounts for Electric Utilities 
Interpretations of Uniform System of Accounts for Gas Utilities 
Interpretations of Uniform System of Accounts for Water Utilities 

(Where remittance accompanies order we pay forwarding charges) 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


7413 NEW POST OFFICE BUILDING WASHINGTON, D. C. 
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* This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. > » » 





— 


Tue American Arprpraisat Company 
ORIGINAL COST STUDIES « VALUATIONS e REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 











DAY & ZIMMERMANN. INC. 
ir ENGINEERS 
NEW YORK PHILADELPHIA 


PACKARD BUILDING 








nely ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


ion) 2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
u- BUtterfield 8-2600 








DESIGN J ord, Bacon & Davis, ANC. RATE CASES 




















A 
CONSTRUCTION Engineers APPRAISALS 
VALUATIONS AND REPORTS 
IONS NEW YORK PHILADELPHIA WASHINGTON CHICAGO 
NERS 
$1.50 
. 4.00 
50 GILBERT ASSOCIATES, Inc. 
» ae 
ENGINEERS SPECIALISTS 
, 1.00 Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 
a Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
1.00 Operating Betterments, so Personnel Relations, 
‘50 Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
50 Feed Water Treatment. Washington New York Accident Prevention, 
75 
1.25 


a FREDERIC R. HARRIS, INC. 


Engineers Constructors Management 
Reports Appraisals Valuations 
NEW YORK 


Knoxville San Francisco Houston 
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LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


537 WILLIAM STREET NEW YORK 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 
Valuations 


Business Studies Purchase—Sales 
New Projects Management Reorganizations 
Consulting Engineering Mergers 

Public Utility Affairs including Integration 








PUBLIC UTILITY ENGINEERING & SERVICE © 
CORPORATION 


CONSULTING ENGINEERS 
DESIGN OPERATIONS 


STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL. 














SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
New York : San Francisco 


Chicago 








Sargent & Lundy 
ENGINEERS 
Steam and Electrie Plants 
Utilities—Industrials 
‘Studies—Reports—Design—Supervision 
Chicago 











STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING ° APPRAISALS 


BOSTON « NEWYORK e« CHICAGO e HOUSTON e PITTSBURGH 


SAN FRANCISCO e« LOS ANGELES 
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The J.G. WHITE ENGINEERING CORPORATION 


Design—Construction—Re ports—Appraisals 
Consulting Engineering 


80 BROAD STREET 


NEW YORK 4, N. Y. 








ALBRIGHT & FRIEL, INC. 
c Iting Engi s 
Water, Sewage and Industrial Waste Problems 
Airfields, Refuse Incinerators & Power Plants 
Industrial Buildings 
City Planning Reports 
Laboratory 


1520 Locust Street 





Valuations 


Philadelphia 2 


JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 








JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 





LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LASALLE St., CHIcaco 














EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELEctric Co. 
Contractors 


TRANSMISSION LINES—UNDERGROUND DisTRI- 
BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 SoutH DEARBORN St. CHICAGO 














W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 








Representation in this Professional Directory 
may be obtained at very reasonable rates. 
Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
1038 Munsey Building 
Washington 4, D. C. 
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FALLIBLE CONTROL— a Nordstrom responsibility 






"Sealdport" lubrication insures easy 
turning, positive seal, seat protection, 
resistance against corrosion and erosion. 


JRDSTROM LUBRICATED VALVES 


MERCO NORDSTROM VALVE COMPANY 


A Subsidiary of Pittsburgh Equitable Meter Co. 


Ices: 400 Lexington Ave., Pittsburgh 8, Penna. Branches: Atlanta, Boston, Chicago, Houston, Kansas City, Los An- 
geles, New York, Oakland, San Francisco, Seattle, Tulsa. 
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GIVES UNRIVALED PERFORMANCE 
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e A Ford truck, with power and traction through all wheels! That's 
what you need for those extra-difficult jobs, through mud, sand or 
snow or over unusually steep grades. It’s a truck that will do ordi- 
nary highway hauling with all the speed, maneuverability and 
economy of a Standard Ford—yet, when called upon, will go places 
and do things absolutely impossible for any conventional drive 
arket. Thousands of. Marmon-Herrington Al)- 
Wheel-D nverted Fords haye set new matks of accomplish- 
ment during this war. 
Now’s the time to get your order in line for earliest possible 
delivery. Write for complete information, and name of nearest 


dealer, today. 
? 
MARMON-HERRINGTON CO.,INC. + INDIANAPOLIS 7, IND. ag 


MARMON-HERRINGTON 
7All-Wheel-Orive TRUCKS — 





